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TUESDAY, JULY 17, 1951 


Unirep States SENATE, 
SUBCOMMITTEE ON SEcuURITIES, INSURANCE, 
AND BANKING OF THE COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The subcommittee met at 10:30 a. m., in room 301, Senate Office 
Building, Senator J. Allen Frear, Jr. (chairman of the subeommittee) 
presiding. 

Present : Senators Frear, Maybank, Schoeppel, and Dirksen. 

Senator Frear. The subcommittee will come to order. 

Senator Maybank, chairman of the full committee, will be in shortly, 
as will also Senator Dirksen. 

Senator Schoeppel was called to Kansas because of the serious flood 
conditions out there and will be unable to be here this morning. 

Senator Sparkman is in Europe on official business with the Foreign 
Relations Committee. 

Mr. Kenneth G. Heisler has been nonrinated by the President to be 
a member of the Home Loan Bank Board for the remainder of the 
term which expires June 30, 1953, to fill a vacancy caused by the 
resignation of Mr. Oscar K. LaRoque. 

Senator Maynank. Senator Schoeppel just got back. The Senator 
wants to get a resolution through in connection with RFC, FHA, and 
the various housing agencies, and see what they are doing about the 
situation in Kansas and get the latest details. 

Senator Frear. Mr. Heisler, we are mighty happy to have you here 
this morning. We have your biogr: yphical sketch and would like to 
have any comments that you would care to make. 

(The biogr: aphical sketch referred to follows :) 

sorn October 31, 1905, on a farm near Dufur, Oreg. Son of Charles Monroe 
Heisler and Eva Lois (Powell) Heisler. Graduated from high school in Port- 
land, Oreg., 1923. <A. B. University of Oregon, 1927; LLB Harvard, 1930. Mar- 
ried Alice Baskerville Pollard of Greenwood, Miss., December 24, 1930. Has 
four children. Engaged in general practice of law in Seattle, Wash., 1930-34. 
With Home Loan Bank Board since 1954. Assistant general counsel, 1941; 
associate general counsel, 1942: general counsel since 1946. Methodist. Demo- 
crat. Home 2211 Twelfth Avenue North, Seattle, Wash. Locally resides on a 
400-acre farm located at Boyd in Montgomery County, Md. 


STATEMENT OF KENNETH GLENN HEISLER 


Mr. Herstrr. Yes. I have been associated with the Home Loan 
Bank Board since July 1934. I have been general counsel since 1946. 
I have been with the Board in a legal capacity during my entire time 
there. 

Previous to that I was engaged in the practice of law in Seattle, 
Wash. 

1 
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I was born and raised in Oregon, where I attended college but came 
East for my law. 

Senator Frear. Mr. Chairman, do you have anything? 

Senator Maysank. I noted with much interest that you have a lot 
of people who think well of you. Having been home for the Fourth 
of July, I heard from a lot of people who knew you intimately and 
I have gotten a good many telegrams. I do not have any questions to 
ask. 

Senator Frear. Senator Schoeppel. 

Senator Scnorrret. Mr. Chairman, Mr. Heisler, I do not know how 
thoroughly conversant you are with some of the difficulties that have 
developed in the Long Beach area. There seems to be some difficulty 
developing there over the way in which some matters involving two 
or three of those institutions on the Pacific coast, primarily in the 
California area, were handled. Do you know of any reason why that 
matter, if you are successful in being confirmed here, could not be 
expedited to the point where it can be settled up and a determination 
made and not permitted to drag on and on as some of these interested 
folks from California seem to indicate has been the case? 

Mr. Hetster. I believe the Board and the Department of Justice 
have done what they could to expedite getting rid of this matter but 
the primary decision for that rests with the Department of Justice. 

Senator ScnHorrre,t. Were you handling any part of it while you 
were in a lesser capacity than you are now designated by appointment 
to pursue ¢ 

Mr. Hetster. All the litigation for the Home Loan Bank Board is 
handled by the Department of Justice. 

Senator Scuorrret. Yes, I understand that. 

Mr. Hetster. I have not been engaged in handling the litigation 
because of that fact and my capacity has been rather to assist the 
Department of Justice and find out what the Board’s wishes are and 
pass that on to the Department of Justice and vice versa. 

Senator Scnorrret. Well, then you are conversant with most of the 

salient facts in the disputed point ? 

Mr. Hetster. I am; yes, sir. 

Senator Scnorrret. Do you have any judgment as to about how 
long it is going to be before some of the litigated matters might be 
determined so that the situation could be cleared up? 

Mr. Heisier. There is now before the Circuit Court of Appeals in 
San Francisco an appeal which it is hoped by the Department of 
Justice will settle the case completely subject, of course, to an applica- 
tion for a writ of certiorari to the Supreme Court. If it doesn’t settle 
it completely, we are still hopeful that it will be the first step in the 
final settlement of it. That was argued several months ago and the 
decision should be forthcoming very ; shortly. 

Senator Scuorreen. You do : agree with me that it ought to be settled 
and adjusted either by Court determination or by trying to work it 
out in the event the Court determination or decree does not come 
down quickly, do you not? 

Mr. Hester. I emphatically agree with you. 

Senator Scnorrren. I do not know too much about your previous 
background or experience. How long have you been connected with 
the Department actively ? 
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Mr. Hetster. Since 1934—July of 193 

Senator Scuorpret. Has that been confined to the Washington end 
of this Department, or have you had field experience as well ? 

Mr. Hetster. Most of our operation is confined to Washington. I 
have been out in the field quite a little. 

Senator ScHorrre.. Well you then would carry into this Depart- 
ment, if confirmed, a fairly good knowledge of the working activities 
of the Department as it relates to the field offic es; would you not ? 

Mr. Heiser. I believe so. 

Senator Scuorrret. Have you been making any investigations for 
the Department out in the field during the course of your tenure with 
the Department ? 

Mr. Hester. I have not made any investigations; no. But I am 
familiar with conditions in the field to some extent. 

Senator ScHorrre.. I want to be very frank with you. I presume 
other members of the committee had received communications from 
the two Senators from California. 

Senator Mayrpank. Senator, might I say something? I am glad 
you asked those questions because it does appear to me that this matter 
ought to be cleared up. I think Senator Frear had two communica- 
tions also. I understood the Senators from California wanted to 
testify. I asked Senator Frear to put it off until tomorrow. He 
thought, of course, that Senator Knowland and Senator Nixon wanted 
to testify, but we did want the thing wound up. 

Senator ScnHorrren. Well, Mr. Chairman, I mentioned it because, 

being absolutely frank about it, I do not want to leave the impression 
that the two distinguished Senators from California are holding you, 
a prospective applic ant—not an applicant, but an appointee on the 
part of the President for this iiadhty responsible office—responsible 
for what has gone on. They are somewhat fearful of this matter con- 
tinuing to drag along with its uncertainty. Their constituents in 
California are asking them to see that it is clarified at the earliest 
possible date. Hence. my mentioning to you your interest in it, how 
carefully you have followed it, what part you have taken in it, and 
what might be your views in considering it from various angles, to 
bring it to a anapieds successful conclusion, either through Court 
action or through some other activity of the Department. I think we 
ought to look very carefully to try to do that, consistent, of course, 
with what the rights of the litigants are. I believe definite sly when 
we have the courts available, when we have access to 1 m, we ought to 
abide by the decisions of the Court of last resort. I did want you to 
know that the two Senators from California were suggesting that 
until the House hearing is « eed that is now on its way, this mat- 
ter might be held in abeyance. 

Now, whether that is the thing to do, or not, Ido not know. I did 
want to raise these questions with you. 

Senator Frear. Might I state for the record that I have been in- 
formed that Senators Knowland and Nixon did not wish to appear, 
but will be given an opportunity to file a statement today or tomorrow. 

Senator Scrrorrret. That is all the questions I have. 

Senator Dirksen. Mr. Heisler, you have been with the bank since 
1934, is that correct, in various capacities ? 

Mr. Hetster. That’s correct. 
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Senator Dirksen. Were you general counsel when the Long Beach 
matter developed ? 

Mr. Hetstrr. Yes, sir. \ 

Senator Dirksen. So that so far as the legal aspects of the matter 
are concerned, you were then in a position where you officially advised 
the board of any action that should be taken ? 

Mr. Hetster. Yes, sir. 

Senator Dirksen. That goes also, I suppose, to the action taken 
with respect to the consolidation of the Portland and San Francisco 
banks? 

Mr. Hertster. I was not general counsel at that time, but immedi- 
ately after. 

Senator Dirksen. Well, you may have been either assistant general 
counsel or associate general counsel ? 

Mr. Herstrr. Associate general counsel. 

Senator Dirksen. Did it come within your jurisdiction at that time? 
Were you active in advising on those matters! 

Mr. Hrister. I was familiar with it, and in my opinion the action 
taken was legal. Now, whether I actually expressed my opinion, I’m 
not certain, because that was up to the general counsel. 

Senator Dirksen. Yes. Obviously, the board would not act unless 
they felt sure they were on good legal ground and that ground was 
determined, of course, on advice of counsel, which included. you among 
others, no doubt ? 

Mr. Heister. That’s correct. 

Senator Dirksen. So you have a rather continuing familiarity with 
what transpired in the Long Beach difficulty and also with the bank 
consolidation in San Francisco ¢ 

Mr. Hetster. That’s correct. 

Senator Dirksen. As I recall, Mr. Fahey was the chairman of the 
Federal Home Loan Bank System at that time. 

Mr. Heister. He was Commissioner of the Federal Home Loan 
Bank Administration. 

Senator Dirksen. So you have both background and familiarity ? 

Mr. Hetsurr. Yes, sir. 

Senator Dirksen. I see there was a very considerable hearing be- 
fore the House Expenditures Committee, I believe in 1946; is that 
correct ¢ 

Mr. HeEIsier. Be fore the Smith committee; that’s correct. 

Senator Dirksen. Yes, and at that time you testified very especially 
with respect to the authorities involved and the sections of the act or 
which you relied for authority to go through with the transactions 
in California ? 

Mr. Hetster. That’s right. 

Senator DirksEN. You are doubtless familiar with the fact that 
it has been a matter of high controversy, and that House Members from 

California, as well as the two Senators from California, have taken a 
very considerable interest. I do not know that it is necessary at this 
time particularly to go into the details of the matter, except to raise 
one question. I have been disconcerted, of course, by the long period 
of time involved in this litigation and the accretion of counsel fees, 
which must have been an enormous sum, that had to be taxed back 


sco 
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against the assets of either one association or another. Would you say 
that is correct ? 

Mr. Herster. Well, that would be a question of whether the plain- 
tiff’s side were correct in their position that they did have a cause of 
action, and whether they would be able to obtain attorney’s fees might 
turn in part on that. 

Senator DimksEN. Yes. Well, the court, of course, would have some 
discretion in the matter to finally approve and determine what the 
fees are. 

Mr. Hetsuer. That’s correct. 

Senator Dirksen. If the representations that have been made to us 
before are substantially correct, I fancy that a very substantial amount 
of litigation fees and attorney’s fees will be involved in this case. 

Mr. Hetsurr. As we see the case today, about all that is involved 
is attorney’s fees. 

Senator Dirksen. Yes. 

Mr. Hetster. The association has been returned to its original 
management, and it seems to be that the only problem is one of 
attorney s fees. 

Senator Dirksen. If they were allowed, of course, they would have 
to come out of some type of assets, and whatever they might be they 
would impair to that extent, at least, the equities of the stockholders 
in the association ¢ 

Mr. Hetster. It would reduce the equities. 

Senator Dirksen. It would reduce their equity ? 

Mr. Hetster. That’s right: 

Senator Dirksen. Now, then, on the general theory, of course, 
that every association in the system should be a healthy association 
and in good order, public interest does attach to this matter, does 
it not 

Mr. Hetster. That is certainly correct. 

Senator Dirksen. That is, I would infer that even if, out of many 
associations that come within the purview of the Federal Home Loan 
Bank System, even one association is of importance because if, for 
instance, an association had to be liquidated and if insufficient assets 
were available, it would have to come out of whatever accumulations 
the Federal Home Loan Bank Board may have been able to develop 
in order to pay off. It has to come out of some source, whether it 
would be an appropriation, accumulation of fees, or whatever it 
might be? 

Mr. Hetstrr. That’s right. 

Senator Dirksen. What I am trying to indicate, of course, is simply 
that there is a public interest and that the Members of the Senate 
pate not be considered on a fishing expedition if they lived in Kansas 

r Illinois and took what seemed like an undue interest in a singular 
tialite in California. 

Mr. Heister. Not at all. 

Senator Dirksen. We have been trying to maintain what I hope 
is appropriate public interest in the matter, so we have had testimony 
and we have had manifestations of interest by Members of Congress 
from the State, the Long Beach Association, and the consolidated 
banks; as well as locally. 


87416—51—-—-2 
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I certainly will not impute to you any motives that are anything 
else but creditable because, since your service goes back to 1934 and 
you seem to have come up through the chairs, as it were, from a very 
humble lawyer in the Federal Home Loan Bank System to the post 
of general counsel and to a post on the Board, I think it must have 
been both useful and faithful service. 

I have been fortified with other information from all sides on the 
subject and I feel that I ought to express my interest generally in the 
matter, quite aside from what further action may be taken. 

That is all, Mr. Chairman. 

Senator Frear. Do you have any further statement, Mr. Chairman ? 

Senator Maypank. No. 

Senator Frear. I would like to note for the record that I have 
personally received 30 telegrams and letters from savings and loan 
associations favoring Mr. Heisler’s confirmation. 

One hundred and ten telegrams were received either opposing his 
confirmation or asking delay until the Holifield committee in the 
House completes its action. 

Of the 110, all but three came from Long Beach or Los Angeles, 
Calif. Two of the three came from Paramount, Calif. The other 
was from Senator Douglas. 

Senator Douglas requests that the committee not take action on the 
confirmation until the House investigation has been concluded. 

Let me say here I think it should be shown that we do not know 
when they are going to be through. It is not the House itself; it is the 
committee. It might run on a long time and maybe there are some 
additional witnesses who will be heard. I want to be as courteous, as 
generous as I can, and I know this committee wants to be, but that is 
a big order, just to leave something open until a committee gets 
through. 

There have come to the committee 67 individual telegrams from asso- 
ciations from all sections of the country, favorable; six State leagues; 
two county leagues, San Diego and Tacoma; and one national league. 

In opposition was Mr. Chapman, the Long Beach counsel, and four 
shareholders in the Long Beach Association. 

Do you have any further statement that you want to make, Mr. 
Heisler ? 

Mr. Hetster. I have no further statement. 

Senator Frear. We are grateful for your coming down and giving 
us the opportunity of seeing you and talking with you. Thank you. 

I would like to announce to our audience that we have some dis- 
tinguished visitors from Japan from what I assume is comparable to 
our Congress here, and I will ask those gentlemen to stand so that our 
guests here may recognize them for their positions in the legislative 
body of Japan. 

We are mighty happy to have you gentlemen with us this morning 
and realize that you are taking in the “hear ing, and we do not want to 
delay you but we are happy that you have paid us the courtesy of 
coming to visit our hearing this morning. We thank you very much 
for coming. [Applause. | 

Would any of our visitors like to say anything directly or through 
the interpreter ? 
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STATEMENT OF KOHEI KIMURA, MEMBER OF HOUSE OF 
REPRESENTATIVES, JAPANESE DIET 


Mr. Kimura (through interpreter). We are members of the Japa- 
nese Diet. 

As a representative of this group who have come to visit your coun- 
try, I would like to extend my thanks and greetings to you. 

‘The Members of the American Congress, and especially the Mem- 
bers of the Upper House, have done so much for Japan and they would 
like to thank you for all you have done in the past. 

It seems now that the peace treaty has in its basic form been com- 
pleted and that for the beblatiaint of the world peace it would be 

very fine if Japan and the United States would remain close friends 
from henceforth on. 

The Japanese people consider Americans as their elder brothers and 
would like to have the helping hand of the Americans in future rela- 
tions. 

I know very much that you are busy and I am thankful for the op- 
portunity of being able to speak to you under these circumstances. 

1 ask for all your happiness. 

Senator Frear. We are very appreciative. [ Applause. | 

We sincerely hope that whatever inspiration we may give them in 
the the way of legislation, which we hope will be most favorable, that 
the members of the Japanese Diet here will take it back to Japan. We 
hope that we can always continue our pleasant relations with Japan. 

Is there anyone in the assembly here who would liketoappear? Mr. 
Chapman ¢ 


STATEMENT OF CHARLES K. CHAPMAN, COUNSEL, LONG BEACH 
FEDERAL SAVINGS AND LOAN ASSOCIATION 


Mr. CuHapMan. I was asked, Senator, to file with the committee these 
four letters from Congressman King, Congressman Sheppard, Con- 
gressman Doyle, and Congressman Holifield, all of California, and 
ask that they be made part of the record. 

Senator Frear. Thank you. 

I might state, Mr. Chapman, that these telegrams and letters that 
we have received are a part of the committee’s files. However, they 
have not so far been admitted into the record. 

You would like these placed in the record / 

Mr. CHapMan. I was asked to make that request by the Congress- 
men. 

Senator Frear. Any objection ¢ 

They will be made a part of the record. 

(The letters referred to follow:) 

CONGRESS OF THE UNITED STATES, 
HOUSE oF REPRESENTATIVES, 
Washington, D. C., July 16, 1951. 
Re Hearings on confirmation of Kenneth G. Heisler as member of Home Loan 
Bank Board. 
Hon. J. ALLEN FREAR, 
Chairman, Subcommittee on Securities, Insurance and Banking, 
Senate Banking and Currency Committee, 
Senate Office Building, Washington 25, D. C. 

DEAR SENATOR FREAR: The special subcommittee of the Committee on Expendi- 

tures in the Executive Departments, of which subcommittee I am chairman, 














Ss NOMINATION OF KENNETH G. HEISLER 


is in the midst of hearings in connection with its investigation of the Home 
Loan Bank Board. Among the subjects of investigation are— 

(a) Failure of the Home Loan Bank Board to observe the unanimous recom- 
mendations of the Smith committee which investigated the summary seizure 
and confiscation, without notice, hearing, or trial, of the Los Angeles Bank and 
its $46,000,000 in assets, the similar seizure and attempted confiscation of the 
Long Beach Federal Savings and Loan Association, whose assets belonged to 
its 16,000 depositors and amounted to $26,000,000. (Both of these institutions 
were completely solvent, the Federal Home Loan Bank of Los Angeles having 
a surplus of $1,900,000 and the Long Beach Federal Savings and Loan Association 
a surplus of $1,300,000. ) 

(b) The failure of the Home Loan Bank Board to make available to the 
7,000,000 insured depositors the right to recourse to their local courts for 
enforcement of their claims against the Federal Savings and Loan Insurance 
Corporation. Congress had enacted that such corporation could “sue or be 
sued * * * in any court, State or Federal * * *.” The draftsman of 
the act, Mr. Horace Russell, has testified that it was the intent that the Insur- 
ance Corporation should respond to suit in every State. 

(c) The prevalence of Home Loan Bank Board examiners, or other personnel, 
acquiring positions of management or ownership of savings institutions, sub- 
ject to their supervision during the course of supervisory difficulties or other- 
wise. 

Nominee Heisler was general counsel for the Home Loan Bank Board in 
1946 when the seizures and confiscations condemned by the Smith committee 
occurred, and through all was responsible for drafting the seizure orders. 

He has been such general counsel during the 5 years that the stockholders and 
depositors of the seized institutions have been struggling through the courts for 
a hearing on the merits of the seizure. He was counsel for the agency when it 
adopted, in 1949, an order looking toward the seizure for the second time of 
the Long Beach Association, for the purpose of liquidating the association, and 
thus eliminate its demands for an accounting for the previous seizing of its 
assets. 

This second attempted seizure and liquidation have been enjoined by. the United 
States courts. Nominee Heisler is general counsel for the agency presently 
attacking the power of the United States court to prevent such confiscation, 
He is general counsel for the agency which has taken 12 writs or appeals to 
the United States Supreme Court and the United States Court of Appeals for 
the Ninth Circuit, 6 of which are yet pending undecided. 

Testimony before my subcommittee indicates that the costs of this litigation, 
including attorneys’ fees, are between $500,000 and $1,000,000, most all of which 
could have been obviated had the court been permitted to decide the case on 
the merits 5 years ago. 

Confirmation of a general counsel who has fostered these policies may facili- 
tate the impositions of such policies by a board member, who will have even 
greater authority than Heisler had as general counsel. 

Lack of ethics in Government and unrestrained power by bureaus will both 
be encouraged and the savings of the people of our Nation further jeopardized 
if confirmation is approved. The nominee as general counsel has testified that 
the actions of his agency in proposing the second seizure and confiscation of the 
Long Beach Association, owned by its 16,000 depositors, is exempt from the 
Administrative Procedure Act, and that the courts are without jurisiliction over 
such actions. 

Further probing of our investigation should disclose many similar matters 
pertinent to the question of confirmation. It is my hope that your committee 
will not conclude its hearing on this confirmation until our present investiga- 
tion can be concluded and a report written. 

I appeared before you in connection with the confirmation of ‘William K. 
Divers. My views as to this agency then expressed apply with added emphasis 
to this confirmation. 

There can be no urgency to this confirmation, as the Home Loan Bank Board 
has existed in the past for periods of several months with only two members. 
Nominee Heisler is the nomination for the third member of a three-man board. 

Sincerely yours, 
CHET HOLIFre.p, 
Member of Congress. 
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CONGRESS OF THE UNITED STATES, 
HovuseE OF REPRESENTATIVES, 
Washington, D. C., July 16, 1951. 
Hon. J. ALLEN FREAR, 
Chairman, Subcommittee on Securities, Insurance, and Banking, 
Senate Banking and Currency Committee, 
Senate Office Building, Washington 25, D. C. 

DeaR SENATOR FREAR: In 1946 some of my constituents complained of the arbi- 
trary and capricious acts of John H. Fahey, then Chairman of the Federal Home 
Loan Bank Administration. 

I referred this matter to Mr. Howard Smith, chairman of the Select Commit- 
tee of Congress To Investigate Executive Agencies Which Exceeded Their Author- 
ity. After Congressman Smith had announced he would hold hearings and before 
the hearings could be held, Mr. Heisler, then general counsel for the Federal 
Home Loan Bank Administration, drew orders of seizure which, in effect, con- 
tiscated the Federal Home Loan Bank of Los Angeles and the Long Beach Federal 
Savings and Loan Association. The United States court ordered the return of 
the Long Beach Association after 20 months of destructive Government operation. 
The Bank Administration’s answer was that since they had destroyed the Los 
Angeles bank, both the bank and its stockholders were without power to complain. 

After a full hearing of the evidence, the Smith committee unanimously found 
these acts of reprisal to be arbitrary and “not only a disservice to the Govern- 
ment, but also a greater disservice to the people for the protection of whose 
rights and affairs our Government exists.” 

Since these original arbitrary and capricious acts which have brought such 
great destruction upon the people of California, Mr. Heisler has drawn addi- 
tional orders, attempting for the second time to seize the Long Beach Associa- 
tion to prevent its shareholders from making claims against the Federal Savings 
and Loan Insurance Corporation for their losses and to prevent the Govern- 
ment officials, charged with fraud, from having to account for their acts while 
in possession of the Long Beach Association. 

The United States court has found this second seizure order, for which Mr. 
Heisler took responsibility, to be an attempt to circumvent the jurisdiction of 
the United States court, and to nullify the judgments and orders of the court. 

I hope this committee of the United States Senate, charged with the respon- 
sibility of approving or disapproving appointments to the Home Loan Bank 
Board, will not reward Mr. Heisler for his part in the fraud upon the people 
of California by elevating him to a position of even greater responsibility. 

Very sincerely, 
Cecit R. Kine, M. C. 





CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
Washington, D. C., July 16, 1951. 
Re: Confirmation of Kenneth G. Heisler as member of Home Loan Bank Board, 
to be heard before Subcommittee on Securities, Insurance, and Banking of 
Committee on Banking and Currency, 10:30 a. m., Tuesday, July 17, 1951. 


Senator J. ALLEN FREAR, Jr., 
Chairman of the Subcommittee on Banking and Currency, 
Senate Office Building, Washington, D. C. 

Dear SiR: As senior Democratic Congressman from the State of California, 
I wish to bring to your attention as a member of the Committee on Banking 
and Currency, the wrongs that have been inflicted for the past 5 years upon 
California citizens by the nominee Heisler. 

Since 1946, Mr. Heisler has been general counsel for the Federal Home Loan 
Bank Administration and the Home Loan Bank Board. In 1846, 2 months 
after Heisier became such general counsel, the Federal Home Loan Bank of 
Los Angeles was summarily seized and confiscated without notice, hearing or 
trial, its $46,000,000 in assets were transferred to another bank, and it was 
instantaneously liquidated, merged, and dissolved. For resistance to this 
confiscation, the $26,000,000 Long Beach Federal Savings and Loan Association 
was similarly seized and its confiscation attempted. Both institutions were 
completely solvent. The Federal Home Loan Bank of Los Angeles had a sur- 
plus of $1,900,000, and the Long Beach Association had a surplus of $1,300,000. 
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The Long Beach Association’s 16,000 depositers were terrified into a run 
of withdrawals approximating $10,000,000. Court action ensued and resulted 
in the restoration of the Long Beach Association in 1948, but, in 1949, a second 
seizure of the Long Beach Association was undertaken. This time for the 
purpose of liquidation, which would have resulted in the agency liquidating 
the association’s and the shareholders’ charges of fraud against the agency 
officials, and their failure to account for the depositors’ seized money. The 
charges against the Government officials were then, and are now, pending in 
the United States courts. 

The courts have enjoined this second attempted seizure, but the authority 
of the courts to decide the case on the merits and to enjoin the second attempt 
at confiscation is under attack by the Government agencies in six pending 
appeals in the appellate courts. 

There have been approximately a dozen appeals, writs, and other delaying 
maneuvers by the defendant agency. All this has taken place while nominee 
Heisler was general counsel of the Home Loan Bank Board. He admits direct- 
ing drawing the seizure orders and claims all of the seizures were proper and 
legal. In 1946, the Smith committee unanimously condemned the two seizures 
and urged the immediate restoration of the seized institutions. These recom- 
mendations have been ignored and flouted. 

The Holifield Special Subcommittee of the Committee on Expenditures in the 
Executive Departments is presently conducting hearings on its investigation of 
the Home Loan Bank Board, the confiscations, the ignoring of the Smith com- 
mittee report, defiance of the courts, and whether or not personnel of the Home 
Loan Bank Board are acquiring management or ownership positions in the 
savings institutions which they supervise. 

It would seem to me that contirmation of the promotion of General Counsel 
Heisler to the position of Board member, where his authority to continue the 
confiscations would be even greater, should not occur. In any event, the 
hearings before the Senate committee should, in my opinion, be continued at 
least until the conclusion of the present investigations by the House subcommittee. 

Contradicting his earlier testimony before the Smith committee, I am informed 
that Nominee Heisler has testified before the House subcommittee that he does 
not take any stand as to the charges, and that as a Board member, he would 
be fully qualified to hear and decide the matters now pending before the courts 
for trial. Mr. Heisler now aspires to the position of Board member where 
he may pass upon the order of the confiscation and seizure which he drew, and 
where he may better direct the defiance of the United States courts. 

I am hopeful that you will assist us in this most important matter. If this 
agency remains unrestrained, above the reach of the courts, the savings Nation- 
wide become the prey of fraudulent administration. 

Yours sincerely, 
Harry R. SHEPPARD, 
Member of Congress, Chairman, California Congressional Delegation. 





HovseE or REPRESENTATIVES, 
Washington, D. C., July 16, 1951. 
Hon. J. ALLEN FReEaR, Jr., 


United States Senate, Senate Office Building, 
Washington, D. C. 

My Dear Senator: As Congressman from Long Beach, Calif., Eighteenth Dis- 
trict, I have been concerned for more than 5 years with the impact upon the more 
than 24,000 depositors and borrowers of the Long Beach Federal Savings and 
Loan Association of the activities of nominee Kenneth Heisler, as the general 
counsel of the Home Loan Bank Board and its predecessors, 

Heisler now seeks confirmation as a member of the Home Loan Bank Board, 
a position which will give him even greater authority than he has had as general 
counsel 

During the time he was general counsel, the $26,000,000 Long Beach Federal 
Savings and Loan Association in my home town was summarily seized, without 
notice or hearing. It was restored to its founding management by an order of 
the United States court, but, during the 20 months it was seized, it suffered a 
run of withdrawals of approximately $10,000,000 and the titles of the homes of 
the thousands of its borrowers were tangled and clouded by the seizure. Ob- 
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viously such a run of withdrawals of deposits and freezing of titles to thousands 


of homes was a disaster to the community and an unwarranted hardship upon 
thousands of our innocent citizens. 


As a practicing attorney, it became necessary for me to represent many of 
these home owners in proceedings in the United States courts. The authority of 
such courts to clear these titles was denied by the agency for which nominee 
Heisler was general counsel. 


I recently appeared before the Holifield subcommittee of the House of Repre- 
sentatives, and was astounded to learn that the agency contended before that 
subcommittee that no home owners’ titles had been tangled or were clouded by 
their prior seizures. I was even more surprised to learn that a second seizure of 
the Long Beach Federal Savings and Loan Association was undertaken by this 
agency, and had been prevented only by an injunction of the United States 
courts. The authority of the court to thus enjoin a second seizure is being 
attacked by the agency and its General Counsel Heisler on approximately six 
presently pending appeals. 

The litigation, I am informed, has cost in legal expenses between $500,000 and 
$1,000,000, most of which has been consumed by repeated appeals by the agency, 
on technical attacks on the jurisdiction of the United States courts. 

Promotion of the general counsel responsible for this conduct, to the higher 
position of board member, can only result in further suffering in our Long Beach 
ommunity. Such sutfering may well become Nation-wide and prove as dis- 
astrous to the whole savings system as it has to Long Beach, Calif. 

The present House committee investigation will, in my opinion, unearth much 
information which should be available to your committee before considering 
approval of this nominee. It seems to me your hearing might well be postponed 
until conclusion of the House committee’s investigation. 

Sincerely yours, 


CLYDE DOYLE, 
Member of Congress. 
Senator Mayspank. I think the record ought to show, though, the 
only question in my mind at all, and I want to be perfectly frank and 
fair and square, the only thing we have been asked to do is to put 
off this ilanatien until after the House gets through. 
With the utmost respect, and I personally know some of these Con- 


gressmen, I do not know when they are going to get through with the 
hearings over there. 


Have you any idea? 

Mr. Cuarman. I can only make an estimate. My estimate would 
be 2 or 3 weeks. 

Senator Mayspank. Suppose additional people came and wanted to 
be heard ¢ 

Mr. Cuarman. I would think this; that a matter of this seriousness 
would not be harmed by that delay; that if you later feel that the 
House committee is too slow 

Senator Maysank. No, I am not criticizing the House committee. 
I said additional witnesses may ask the House committee to be heard. 
I never criticize a committee. What I wanted to say, if additional 
witnesses ask the House committee to be heard, how long that would 
take I do not know. Of course, we have no request to be heard here, 
have we? 

Senator Frear. No. 

Mr. Cuapman. I believe I’m the only one who has requested to be 
heard, 

Senator Maypank. We will be glad to hear you. 

Now, that is the position the House committee is in. I make no 


criticism of how long they take. We just do not know who might ask 
to be heard. 
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Mr. Cuapman. It’s purely an estimate, but I do think it’s a matter 
of considerable seriousness because this gentleman will be in charge 
of the administration of the savings of millions of people for the next 
4 years. I would like to make a presentation of what I think, and I 
realize that I seem to be somewhat in.the minority. 

Mr. Heisler was general counsel 

Senator Scnorrret. Might I ask, before you begin your statement, 
when did the House committee hold its last hearing on this matter? 
Has it been delaying on this matter? 

Mr. Cuarman. No, the last hearing was either last Thursday or 
Friday. My recollection is it was Friday. I was before it Friday 
testifying. ‘They even had evening hearings. I was testifying as late 
as 11:15 in the evening, in order to expedite this matter. 

Senator Scnorrrent. In your judgment, it is being expedited as 
rapidly as possible, consistent with their work on other committees 
over there, and I know they are burdened as we are over on this side? 

Mr. Cuarman. They are working very hard, Senator, even into 
night sessions, and they are interrupting their quorum calls and one 
Member will stay and take testimony and another Member will go 
and answer the calls on the floor. They’re giving this their utmost 
attention. 

It’s a matter that seriously concerus California and the California 
Congressmen are very much concerned. Congressman Holifield is 
chairman and he is from the area where this thing happened, where 
thousands of people involved there are very much concerned, and he 
is pressing it as hard as he can. 

Senator Scnorpret. I am concerned, as the chairman has manifested 
here and the other members of the committee in their own ways, about 
expediting it to the greatest degree possible so that we do not have 
these matters hanging up loosened, for weeks and weeks. I think you 
will agree they should be closed one way or the other as quickly as 
possible, consistent with what their objectives are and what their find- 
ings might be. 

I do want to say that I do not share the apparent desire of some 
to drag it out. I think it ought to be determined one way or the 
other. It is important to those people in the California area who have 
interests in those building and loans, the groups who are affected by 
this appointment. 

It also should be quite obvious to us that we ought to cooperate to 
close it up and get on with the regular, routine, orderly handling of 
these affairs out there as quickly as possible. That is my anxiety that 
I am manifesting here ant when these hearings will close, about 
whether it is going to be dragged out for a long period of time, and 
what our determination should finally be on the designation by the 
President of this gentleman. 

Senator Maysanx. How long have the House committee hearings 
been going on? 

Mr. Cuarman. They started in November or December of last year, 
and they were recessed at the request of counsel who then were con- 
fronted with the task of briefing and arguing in the court of appeals. 
The Holifield committee would have concluded in January of this year 
had we not asked for that recess because of the urgency of the court 
matter. We asked for the recess and after we obtained it, it was 
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some little time before the Holifield committee could reconvene. We 
needed 2 months to brief and then we had to prepare for argument 
in the court of appeals in San Francisco, and the delay was not the 
committee’s fault but because of the attorneys’ request to go before 
the court of appeals to get an early hearing there as soon as we could. 
I certainly believe that your decision should be prompt, but I do not 
think it should be so prompt as to not hear both sides of the matter 
and at least know some of the complaints that California feels we have 
against this gentleman. 

I would like to get into that. 

Senator Frear. May I ask a question: The charges that you are 
going to make are against Mr. Heisler, are not against action taken 
by the Home Loan Board, but are personal ? 

Mr. CuapMan. It is my view of the responsibility of the general 
counsel who issued the order for these seizures, and who is now testify- 
ing 5 years later that he had nothing to do with it. I would like to 
quote his previous testimony before the Smith committee in 1946 
when, obviously, the matter was fresher in his mind because it just 
happened a few months before. 

Senator Frear. The opposition testimony you gave in opposition 
to Mr. Divers does not apply in this case? 

Mr. CuarpMan. No, except to this extent: This gentleman was re- 
sponsible for the seizures as general counsel for the agency. Mr. 
Divers came into that situation 2 years later. 

However, the most important thing does apply to both, and that is 
an attempt to have a second seizure and the fact that we are now in 
possession is only because the court enjoined them from repeating 
what they had done in 1946, and particularly the counsel, I think, is 
responsible for the attack on the power of the courts to prevent a 
second seizure. 

The second seizure is a matter pending in San Francisco. It is not 
the merits of the case. It presents solely the question: Can the Fed- 
eral courts prevent a second seizure of a solvent financial institution, 
or can’t they? Once that is decided, after 5 or 6 or 7 years, we will 
then try to get to the merits. 

The testimony that I am about to read is before the Special Com- 
mittee To Investigate Executive Agencies of the House of Representa- 
tives, the Seventy-ninth Congress. We have referred to it as the 
Smith committee, because Howard Smith, a Virginia Congressman, 
was chairman. I am reading now from page 170 of the printed testi- 
mony given by Mr. Heisler in response to a question from Congress- 
man Jennings. He referred—Mr. Heisler referred to the seizure or- 
ders upon which the Long Beach Federal was taken over without 
notice, hearing, or trial, and also to the orders for the seizure and 
liquidation of the Federal Home Loan Bank of Los Angeles, likewise 
without notice, hearing, or trial. 

Mr. Heisler said, and I am now quoting: 

I have reviewed them, gone over them, and I am fully convinced as a lawyer 
that they are not only sufficient to constitute grounds for action by the Federal 
Home Loan Bank Administration, but demanded action under the circumstances 
and the facts which will be here developed. 

After hearing that testimony and after a great deal of other testi- 
mony, the Smith committee adopted its report and unanimously con- 

87416—51——-3 








14 NOMINATION OF KENNETH G. HEISLER 


demned the seizure of the Long Beach Association without notice and 
the liquidation, merger, and consolidation of the Federal Home Loan 
Bank of Los Angeles, likewise without notice. 

I ask permission to file a copy of the Smith committee report and 
have it made a part of the record, or whatever disposition you wish 
to make of it. 

Senator Frear. We have no objection, certainly, to having that re- 
port on hand. We must, of course, use our discretion as to the volume 
of material that may appear in our hearings here. But, certainly, as 
far as the chairman is concerned, we have no objection to taking out 
the pertinent points that you would like to have in there, but to file 
the whole report 

Mr. CuarMan. I only wanted to have it available to the committee, 
so that those who are interested could see what a congressional com- 
mittee thought of this situation while it was fresh in everyone’s mind. 

Senator Frear. Very well. 

Mr. Cuapman. I would leave this here and file this later, if I may. 

Mr. Heisler became general counsel for the Home Loan Bank Board 
early in 1946. The Los Angeles Bank had been organized in 1932 with 
assets of $10,000,000. It had grown to have $46,000,000 by 1946. 

Two months after Heisler became general counsel, that bank was 
instantaneously seized, liquidated, dissolved, and merged without any 
notice, hearing, or trial whatsoever. The physical process was 10 or 
15 representatives of the agency swarmed into that bank at abou® noon; 
they took possession of the telephones and refused to permit any out- 
going calls or anyone to communicate with counsel. They refused to 
do anything to let people go or come until they had taken possession of 
the vaults, the assets, the securities, and the bank accounts. 

Senator Frear. Was that within the jurisdiction of those people who 
did it? 

Mr. Cuarman. I think not. That’s one of the questions in the liti- 
gation, whether a solvent institution without any charges against it 
can be instantaneously dissolved. That’s one of the things we haven’t 
been able to get the courts to pass on in 5 years. 

Senator Frear. They have never given a decision ? 

Mr. Cuarman. That’s right. 

One of the other things 'm coming to is one of the other grounds of 
complaint against Mr. Heisler. The Long Beach Federal Savings and 
Loan Association, for which I am attorney, had likewise existed for 
12 years. It was organized with an initial capital of $7,500. It had 
grown to have $26,000,000 in assets. When the Los Angeles bank was 
seized, among the assets in that bank were $8,300,000 of Government 
bonds owned by the Long Beach Association, and in this bank for 
safekeeping only. We didn’t owe a dime on those bonds to anybody. 
We also had stock in the bank. Our president was one of the directors 
of the bank. 

We resisted the confiscation of the Los Angeles bank and we were 
about to bring class litigation on behalf of all of the stockholders to 
test the legality and constitutionality of that destruction of the Los 
Angeles bank. On the eve of that litigation, we were likewise seized, 
likewise without notice, hearing, or trial. A swarm of examiners 
entered our institution on Monday morning, posted themselves at our 
vaults, at our cash drawers, and a deputy signed an order certifying 
to his own appointment as conservator of our institution. 
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Senator Frear. Were the assets of the Los Angeles bank dissipated ? 

Mr. CuarMan. They were transferred to what was then called the 
Portland bank and the Portland bank was then called the San Fran- 
cisco bank. 

The effect of that was to make us and all other stockholders mem- 
bers of a bank that we had never joined. We had no voice in the elec- 
tion of the management, had never selected them and had nothing to 
do with that, w ithout our consent, without any notice or hearing 
whatever. 

Senator Scnorrret. Were there any reports made indicating any 
irregularities in the handling of any of the financial transactions or 
actual funds of these institutions seized ? 

Mr. Cuapman. Of the Los Angeles bank? None whatsoever, and 
there never have been. Of our institution, a week or 10 days after 
the seizure, they tried to trump up some charges to justify it. They 
thought so little of those charges that when ‘faced with trial in the 
Federal court 2 years later, they returned our institution to us and 
confessed judgment in that court, and we took a judgment restoring 
us to possession of our association. They think enough of the charges, 
however, to try to use those same charges prior to 1946 for a 1949 
attempt to seize us for the second time, and this time liquidate us. In 
so doing, we will be forced to liquidate our claims against them for 
their failure to account for our $26,000,000 that was taken. And, 
incidentally, when they took the $26,000,000, we never got a receipt 
or scratch of the pen of any kind, despite our repeated demands. We 
had our own independent crew of auditors who came to the insti- 
tution. We asked to have an audit made of what they had taken, 
how much they were taking from us. Our auditors were refused 
access. 

They have been ordered to account by the United States district 
court at Los Angeles. They have tried twice to account and the court 
has refused to accept the accounting. The first time they made their 
own accounting and the court refused that. The second time the FBI 
tried to make an accounting for them and the differences between 
those two accountings, gentlemen, are startling. 

The second accounting was taken before the court and is not yet 
approved, awaiting our objections to it, which, when the congres- 
sional committees are over and I can get back to California, I will 
complete and file. 

Senator Scuorpret. I would like to ask you one —_ nee 
now. Do you contend that Mr. Heisler, when he was in a capacity 
of counsel for the board, definitely and positively directed this course 
of action ? 

Mr. Cuapman. I do definitely, Senator. His name appears on the 
brief, appears on the pleadings, and he approved the seizure orders 
in 1946. 

Senator Scuorrret. We had testimony here previously indicating 
that the Justice Department or the Attorney General’s Office of the 
United States was handling this matter for the Department. 

Mr. CHAPMAN. Senator, the Justice Department didn’t seize us. 
They had heard nothing of the case until weeks after we were seized. 
The Justice Department didn’t draw the seizure orders. 
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When the suit was brought, which was, incidentally, by our deposit- 
ors and not by ourselves, a corporation—the depositors brought suit 
to get their assets back—when that suit was brought, the Justice 
Department, together with the Home Loan Bank Board, jointly 
defended the matter. The counsel throughout the defense have been 
deputies under Mr. Heisler as general counsel; Mr. McKenna, Mr. 
Dougherty, and those gentlemen have participated throughout all of 
the proceedings. ‘Their names and Mr. Heisler’s name are on the 
briefs, on the papers, and Mr. Heisler has testified that he approved 
and drew the seizure orders in the first instance. 

Senator Frear. Did you ever regain possession of the eight-some- 
million-dollars’ worth of Government bonds that you had in the Los 
Angeles Bank ? 

Mr. Cuarman. No, Senator; we were able to force those to be 
deposited in the registry of the United States district court, those that 
hadn’t been sold and transferred. We weren’t able to get them in our 
own possession; $5,300,000 of those bonds are yet in the registry of 
the United States court awaiting the decision of this litigation on the 
merits. 

Now, I want to get to my principal complaint. I think I have 
related enough to you to show there was a controversy which should 
be heard on the merits. As the Senator said, it should have been 
decided by the courts, and the reason it has not been decided is 5 years 
of delaying tactics attacking the jurisdiction of the court, the power 
of the courts over this Agency. And this general counsel has partici- 
pated in and directed that attack. When it comes to a committee 
hearing, one says the Department of Justice did it; the Department 
of Justice says the Agency did it. Someone had to do it, and both 
of their names are on those pleadings. 

Now, if we could yet get to a hearing on the merits, which could 
have been done 4 years ago, this matter can then come to an issue. 

There have been 12 separate appeals and writs and delaying tactics 
to the appellate court, all seeking to prevent just one thing: A decision 
on the merits by the court in Los Angeles. 

That’s why I’m here opposing the confirmation of the general coun- 
sel who, as a board member, will have even greater power than he now 
has as the general counsel. 

We think that the depositors—there were 16,000 people who had 
money in our institution when we were’seized. We think they have 
a right to go to the local courts and have the justification of that 
seizure determined. 

They had insurance of their accounts issued by the insurance cor- 
poration, and that’s why, Senator, I was previously before you. The 
insurance corporation wanted to cancel that insurance. Instead of 
doing that, they decided to seize us the second time and to liquidate us. 

Now, those sort of things are local matters that should go before the 
local courts in suits by our depositors there, and the reason is that 
that’s the only court that they can get to. 

Senator Frear. You say they wanted to cancel their insurance. 
What reason was given ? 

Mr. Cuarpman. Three reasons were given. The first and most im- 
portant one was our refusal to pay the second time to the insurance 
corporation the insurance premiums that we had deposited with the 
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court. Those insurance premiums are calculated on the creditor 
liabilities of the association. In other words, when the association 
owes money, that becomes an item to compute the premium for in- 
surance. We owed no money when we were seized. When they gave 
our institution back, the San Francisco Bank claimed we were in- 
debted to them for $6,300,000. The bills from the insurance corpora- 
tion computed that debt as part of the premium we must pay. Had 
we paid that premium, we would have admitted the debt. We, there- 
fore, paid the full amount claimed in to the registry of the United 
States court at Los Angeles. We said: “If this money is owing, the 
court will give it to you. If it isn’t owing, we don’t want. to bind 
ourselves to this $6,000,000 debt,” and for paying that money into 
court, that’s one of the grounds, because we didn’t pay it twice, the 
second time to them, they want to liquidate us. 

They opposed the deposit in court before the court and they lost. 
The court said: “Let the money be deposited here and await the 
decision.” 

Notwithstanding that decision of the court, they issued an order 
noticing us to come here to Washington to show grounds why we 
shouldn’t have a receiver appointed. One of the grounds was not 
paying them the second time the money we had already paid into 
court. 

Another ground was failure to give an affidavit as to the correct- 
ness of the books. We gave such an affidavit and we have the receipt 
for it, and that receipt is in the Federal court. Now, they say we 
didn’t give the affidavit because in the aflidavit we gave we refused 
to state that we owed $6,300,000 until the court had decided whether 
we owed it, or not. We refused, in other words, to certify the books 
during the period when the conservator ran our institution, and had 
we certified them, we would have waived the right or his necessity to 
account to us. We had the accounting pending before the court. 
There were objections which were later sustained. For refusing to 
waive a right to have an accounting for our money, they want to 
seize us. 

They also revived the 1946 charges, which we say were abandoned 
when they returned our institution on the eve of trial in 1948. 

Those are the grounds they want to take us over on, although the 
court in Los Angeles found that every one of those erounds were 
matters before the court for decision. 

In other words, they want to take this case and decide it for them- 
selves while they were attacking the jurisdiction of the court at Los 
Angeles to decide it. 

Now, I think all of those are responsibilities of the general counsel. 
I think they go to the legal advice he gave, but particularly they show 
the policies ‘and the things in which he believes, and as a Board 
member he will be making policy and giving not legal advice. He 
will be deciding whether or not to submit to the courts decisions on 
the merits, when the depositors—not the manager, but the 16,000 de- 
positors through the shareholders committee appealed to the Federal 
court for relief against an agency seizure, and the agency says: “The 
courts can’t do anything with us. We will decide.” 

Now, that is the position I bring before you. I hope I haven’t bored 
you unduly, and I know you have some questions. 
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Senator Frear. In your opinion, will the decision be withheld by 
the circuit court of appeals very long? 

Mr. Cuapman. That isn’t the problem, Senator. They have an- 
nounced already that whatever is the decision of the court of appeals, 
it will be taken to the United States Supreme Court, a matter of at 
least another year or 2 years. If they rule for us, the other side will 
try for certiorari. Obviously, if they rule against us, it will mean 
liquidation and destruction of our institution. We of necessity will 
have to fight that to the last court. 

Now, the only thing before the court is the power of a local Federal 
court to decide on the merits. That will only decide whether or not 
there is to be a trial, or if so, where it will be, here in the District 
of Columbia or in California. 

If it is decided that there can be any trial against this Agency—they 
contend they are not subject to the courts—if it is finally decided that 
there can be a trial against the Agency, we will then have to go 
through that trial either in Los Angeles or start over again in the 
District of Columbia after 5 or 6 years. Now, I think that’s wasteful 
of the people’s money. 

You brought up the question of expense, Senator. We know of 
$500,000 that has been spent in legal expenses thus far. 

Senator Frear. By whom? 

Mr. Cuarman. By the people trying to get their own property back. 

Senator Frear. That is by your association ? 

Mr. Crarman. By the Los Angeles bank also. We spent only part 
of it, but the stockholders of the Los Angeles Bank are endeavoring, 
seeking to get their institution back, as we are seeking to prevent ours 
being taken again. 

And that money has gone not for a decision on the merits but in 
the fight over what court will try this case. 

Senator Frear. Has the Government supplied the money? 

Mr. Cuarman. I don’t see how they could have helped it. They 
have approved $150,000 of that $500,000 as paid by the San Francisco 
Bank. That’s the institution that seized the bank’s assets. 

Senator Frear. The money that they spent—where did it come 
from? 

Mr. Cuapman. All] of it came from the savings of the public or 
from taxes on the public, one of the two sources, because in the last 
analysis there are two groups who are fighting—the depositors whose 
savings are in these institutions, and the Government, and in either 
instance it’s tax money or public savings money that is being used. 

I would like to say that such allowances as we have received for our 
side have been by court allowance, by order of the district court, and 
every one of those has been contested or appealed. On one of them 
they finally dismissed their right of appeal on the payment of 
$200,000. We thought the case was settled when that was done. That 
was why we consented to it being done that way. That fee is gone 
and there is no settlement in sight. 

Senator Frear. Awhile ago you made a statement that you thought 
the decision may end up in Washington. Did you mean by the Home 
Loan Bank Board or by the Supreme Court? 

Mr. CuapMan. By the Supreme Court of the United States or by 
another trial in the District of Columbia courts. 
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It seems to me that the general counsel has the burden. I’m in the 
position of the association’s general counsel, and I think if I took 
that money and spent it for 5 years trying to resist a decision on the 
merits in the Federal court, that I would be wasting somebody’s 
money, and I think when the general counsel is promoted to a posi- 
tion of policy making as a board member, he would be incidentally 
one who would decide our case if the administrative hearing that he 
wants were granted. In other words, he will decide whether to liqui- 
date the people who are suing his Board, or not. That’s another of 
the things that the court enjoined. They wanted to decide the merits 
for themselves that were already before the court, and the court en- 
joined them from doing that. 

If they can break that injunction, they will hear their own case 
before themselves to decide whether they have to account for this, 
or not; to decide whether we should be liquidated. 

I think that’s probably one way that they think they might end 
the litigation without an accounting. If they can get themselves 
appointed receiver for us, they won’t have to account to themselves 
and can liquidate us. 

Senator Frear. Is all you are asking an accounting of what has 
gone on during the operation by the agency of the Long Beach As- 
sociation and of the Long Beach Bank? 

Mr. Cuarman. Our claims go further than that, Senator. We 
want enforcement of the deposit insurance. 

Senator Frear. You have paid your pro rata share into the insur- 
ance corporation ? 

Mr. CuarmMan. For 14 years we paid the insurance corporation 
directly, many thousands of dollars. Since we were restored, we paid 
every premium to the court as it came due. 

Senator Frear. How did you know what the premium was? 

Mr. Cuapman. They billed us for the first three. They refused to 
bill us after that, after the court overruled their objections, and we 
estimated the premiums, including the debt that we denied, and we 
paid it to the court, saying: “We deny liability for the premium on 
this $6,300,000, but we nevertheless pay it without prejudice in court.” 

Now, by paying it into court without prejudice, we think we are 
protected ; we haven’t bound ourselves to pay $6,300,000 we don’t owe. 
Had we paid it to them, it is my opinion that we certainly would have 
been bound to pay the whole debt, the whole $6,300,000, regardless of 
its validity, if we paid the premium on insurance. That’s what | 
advised them. 

Senator Frear. Has the court accepted it after the first three? 

Mr. Cuarpman. The court has accepted every premium tendered to 
it except the last one. 

Senator Frear. That premium is available from the association, 
that last one you said has not been paid ? 

Mr. CuarMan. Well, it’s in court awaiting the court’s decision. 

Now, there is one premium, I should mention, since I came to Wash- 
ington; I think one premium was due in June. That hasn’t been de- 
posited. The money has been left at my office in a cashier's check 
made out to the court and when I return to California to draw the 
papers, it will be deposited. That’s only one installment. 
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Senator Scuorrer. I might say that I cannot understand why any- 
one would be afraid of a just and true accounting of their steward- 
ship in any shape, fashion, or form. I just cannot conceive that ulti- 
mately an accounting should not be forthcoming to show what the 
situation actually was and is during the periods of time that this 
has been hanging fire. 

Mr. CHapman. Just one of the items in that accounting is $160,000 
charge for being conservator for us. We haven’t yet been able to find 
out whether we’re charged $1,000 a day or 5 cents an hour. I’m just 
taking a glaring example. There are many hundreds of thousands 
and millions of dollars in that accounting. 

We intend to have an accounting, unless they can take us and liqui- 
date us first. We may have to come to Washington to the District of 
Columbia courts for it, but we intend to have it if we can live long 
enough to get it. 

Senator Frear. I believe you said your shareholders have been 
favorable to the action taken by the committee, that had been ap- 
pointed to represent them, and its counsel. 

Mr. Cuapman. Senator, we had an election after we were restored, 
conducted under the auspices of the United States court and the court 
appointed a special master to conduct that election, and the special 
master was a deputy United States attorney who had represented 
these litigants for the first 20 months of that litigation. He made his 
report to the court, and the shareholders unanimously reelected the 
founding management without a single dissenting vote, and we have 
been reelected at every annual election since. They have adopted res- 
olutions ratifying and confirming every step that has been taken in 
our efforts to get their own money back for them. 

Senator Frear. I believe the operations of the association have been 
successful since it has regained its ownership or possession ? 

Mr. Cuapman. Senator, when we were taken over we had $22,- 
000,000 in savings deposits. There was a $10,000,000 run immedi- 
ately upon the conservator being appointed. We have alleged that 
they provoked that deliberately. When the court ordered them out 
they gave us back $13,000,000 in deposits. Since we have been back 
in, in a little over 3 years we have grown back to $31,000,000 in de- 
posits, so I think we can say that at least under our operation it has 
been successful. 

Senator Frear. Now, that $10,000,000 out of the $23,000,000 that 
was not returned to you, did the shareholders get that? 

Mr. Cuapman. That wasa run of withdrawals. 

Senator Frear. Did any shareholders suffer any loss? 

Mr. Cuarman. Yes. All of them. They suffered first the loss of 
the dividend which would have been due within about 5 weeks of the 
time we were seized. When you withdraw your money from one of 
these mutual institutions during one of thes¢ runs, you forfeit your 
rights to participate in surplus and the right to participate in any 
dividends. 

Senator Frear. Was the run voluntary? 

Mr. Cuarpman. It was as voluntary as any run can be when a person 
is terrorized whether his money is going to be available to him when 
he wants it, or not. 

Senator Frear. In your opinion, was the run inspired ? 
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Mr. Cuapman. Definitely. We have so alleged; it’s one of the 
things to be determined in the litigation of this trial. 

Senator Frear. Have the courts given any decision ? 

Mr. Cuarman, It hasn’t been tried. 


Senator Frear. Mr. Chairman, do you have any questions? 
Senator Maysank. No questions. 


Senator Frear. Senator Schoeppel? _ 
Senator Scuorrret. No further questions. 
Mr. Cuapman. Here is a step-by-step blow-by-blow account of the 


various proceedings in the courts. If anyone would care to read it, I 
would be very happy to leave it here. 


Senator Frear. 1 think we would be happy to have it here, Mr. 
Chapman. Thank you. 


Now, were there any special points in this report, I believe you 
called it, of the Smith committee / 
Mr. Cuapman. Yes, Senator. 


Senator Frear. If you would like to, for the record, point out the 
pages ¢ 

Mr. Cuapman. Page 27 and page 28, which are the recommenda- 
tions, starting with the word “Recommendations” on page 27. 

Those recommendations unanimously condemned both seizures and 
recommended immediate restoration of both institutions. 

Senator Frear. Without objection, I ask that the conclusions on 
pages 26 and 27, and the recommendations on pages 27 and 28, be 
made a part of our record of the subcommittee. 

(The material referred to follows:) 


CONCLUSION 


The action here complained of was not only a disservice to the Government 
but also a greater disservice to the people for the protection of whose rights and 
affairs our Government exists. Should the time come when our Government 
is incapable of discharging that fundamental function it must cease to exist in 
the form and for the purpose for which it was founded. The same end is in- 
evitable for any endeavor with which the Government is identified. The neces- 
sity for unquestioned rectitude of purpose and sound, just, and impartial ad- 
ministration of governmental endeavor is paramount. 

The Federal home-loan bank system was created to meet a need which the 
Nation experienced. It is a potential factor in the era which lies ahead of us. 
The functions of this Government agency loom up as far more important in 
the future than it has ever been. Unless its administration is elevated to a 


higher esteem and undergoes decided improvements, its efficiency will be seri- 
ously impaired. 


RECOMMENDATIONS 


The recommendations of your committee are: 


(1) That the Commissioner revoke the order reducing the number of districts 
from 12 to 11 in the Federal home-loan bank system. 

(2) That the Commissioner take all necessary steps to reestablish a Federal 
Home Loan Bank of Los Angeles and a Federal Home Loan Bank of Portland, and 
revoke the order or orders by which the assets of these two district banks were 
intermingled. 

(3) Should the Commissioner, in the light of the evidence adduced before your 
committee, still adhere to the opinion that the number of districts should be 
reduced from 12 to 11, and is still of the opinion that he has the legal authority 
to reduce the number of districts, he should proceed to give due notice of such 
intention to all of the associations in the area affected, hold hearings, and give 
due weight to the recommendations of the officials of the banks involved and to 
the views of the associations which are members of the regional hanks affected, 
and should likewise take into consideration the views of the industry generally. 

87416—51——-4 
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Any sudden and unheralded action, such as that taken in the case of the Los 
Angeles bank, is certain to have an unfavorable effect on the confidence of the 
public in the institutions involved. 

(4) That the Commissioner revoke the order appointing a conservator for 
the Federal Savings & Loan Association of Long Beach and restore the assets 
and affairs of the association to its duly elected management, and render a proper 
accounting for the same, as expeditiously as is consistent with judicial deter- 
mination of the questions at issue. Your committee questions whether the law 
ever contemplated that the Board should have the extraordinary power to seize 
and appoint a conservator for a solvent institution as a part of the supervisory 
functions entrusted to the Board over member banks. 

(5) That the appropriate committees of Congress give consideration to the 
necessity (if, in the opinion of such committees, the necessity exists) of amending 
the Federal Home Loan Act in the following particulars : 

(a) Clarifying the authority of the Board in the matter of approval of elec- 
tive officers of the regional banks to the end that neither the Board nor other 
officials may exercise such authority arbitrarily. 

(b) Clarifying the authority of the Board or the Administrator to increase 
or decrease the number of regional banks, and specifying the condition and pro- 
cedure under which such changes may be made. 

(c) Prohibiting the agency from appointing conservators for any member 
association, except under specific and well-defined limitations. 

(6) It developed in the hearings that the order relating to the appointment 
of a conservator for the Federal Savings & Loan Association of Long Beach had 
not been filed with the Federal Register, as required by law. The Division of the 
Federal Register advised your committee that only on three occasions has the 
Federal Home Loan Bank Administration complied with the requirement that 
its orders be filed with the Federal Register. Your committee further recom- 
mends that the Administrator comply with the law in this respect in the future. 


Howarp W. SMITH. 

JOHN J. DELANEY. 
HvuGH PETERSON. 
ALBERT GORE. 
Frep A. HARTLEY, Jr. 
JOHN JENNINGS, Jr. 
CLARE E. HOFFMAN. 

Mr. Cuarman. Thank you very much, gentlemen. 

Senator Frear. Thank you very much, Mr. Chapman. 

Is there anyone else who would like to appear before the committee? 

Mr. Divers. I would like to make a short statement if I might. 

Senator Frear. Mr. Divers. 


STATEMENT OF WILLIAM K. DIVERS, CHAIRMAN, HOME LOAN 
BANK BOARD 


Mr. Divers. My name is William K. Divers. I am the Chairman 
of the Home Loan Bank Board. I just recently appeared before your 
subcommittee and at the conclusion of that hearing I wrote to the 
chairman of the subcommittee and told him I would be glad to appear 
before your subcommittee or your full committee at any time at your 
convenience to attempt to give you what we consider to be the facts 
with reference to the so-called California controversy, and I know 
you are busy, but I would like to tell you a little bit about it so that 
you can see that there are two sides. As you recall when I appeared 
vefore your subcommittee recently, it was brought out that I was not 
a member of the Board or the staff of the Home Loan Bank Board or 
the Home Loan Bank Administration at the time these actions took 
place. 

When I was first appointed to the Board in December of 1947 it was 
after the Smith committee of the House had prepared a report in which 
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were included certain recommendations with reference to these mat- 
ters, and one of the first things to which I directed my attention was 
to the recommendations of this committee report. One of the recom- 
mendations was that the Long Beach Federal Savings and Loan Asso- 
ciation be returned to the shareholders. And shortly after I became 
a member of the Board, Mr. Adams and myself adopted a resolution, 
or an order which provided for a return of the institution to officers 
to be selected by the shareholders of the institution. And a certain 
interpretation was given that by the district court which was not in 
line with our intention, but which we saw might have been inter- 
preted that way, so the institution went back to the shareholders and 
we met with some representatives of the former Los Angeles Home 
Loan Bank and I made several trips to the San Francisco Home Loan 
Bank district and met with various committees and with the interested 
parties and we thought we were well along toward a settlement of 
the entire matter. 

We met at Salt Lake City, for example. Subsequently we met at 
Portland, Oreg., always hoping we could find some basis upon which 
we could settle this matter. It was shortly after that and during the 
course of these so-called “settlement negotiations” really, that a dam- 
age suit was filed, asking for damages, variously estimated at from $12 
million to $60 million, and they were asked of various boards, bodies, 
officials of the Federal Government, the directors of the Federal Home 
Loan Bank of San Francisco, the former directors of the Home Loan 
Bank of Portland, many prominent men on the west coast, and a vast 
conspiracy was charged against this institution and the officers of it. 

Senator Maysank. What kind of a conspiracy ? 

Mr. Divers. Well, they charged that it was a conspiracy, in effect, 
to liquidate the association, to seize it, to destroy it. 

Senator Maysank. What was the original reason for the Home 
Loan Board’s action ? 

Mr. Divers. Well, there were two actions that were taken. One of 
them was the merger of the Federal Home Loan Bank of Portland 
with the Federal Home Loan Bank of Los Angeles. That action was 
taken by Mr. Fahey. It was taken after consultation with John 
Snyder. It was during the wartime when Mr. Snyder was a deputy 
of the President, in effect, at that time, and it was taken up with him 
and it was not done suddenly or capriciously. 

Senator Maysanx. Why was it done at all? 

Mr. Drivers. It was done in the interest of the bank system and for 
more, what he considered to be economical management of the home- 
loan bank. The Federal Home Loan Bank of Portland was about the 
smallest bank in the system. There were very few advances to its 
member institutions that were outstanding at the time and its income 
was relatively small, so these banks were merged. 

Senator Frear. Did the Home Loan Bank Board have authority to 
do that? 

Mr. Drivers. It was done by Mr. Fahey as Commissioner of the 
Federal Home Loan Bank Administration. There was no board at 
that time, and to my way of thinking, the United States Supreme 
Court in the one authoritative decision which has been rendered in 
this matter, upheld the authority to appoint the conservator for the 
Long Beach Association. 
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And I think that the decision in that case should be made available 
to the members of the committee because the Supreme Court, in effect, 
said that the regulations which had been adopted with reference to 
the appointment of a conservator were legal and sufficient. 

Now, since that time there have been a lot of steps taken in the 
district court up there. Several attorneys have advised us that in 
their opinion these actions were without merit. The shareholders in 
this institution have always been able to get their money out if they 
wanted it; they could either take their money out or they could leave 
their money in and so as far as we are concerned, we haven’t seen an 
damage to the public and I believe that the delays in connection wit 
the litigation can be placed every bit as much at the door of the other 
side as they can at the door of the Department of Justice. 

If this matter was tried on its merits in the Federal district court 
at Los Angeles, it might go on for a year, that is, the trial. And I 
don’t like to see attorneys’ fees spent; 1 don’t like to see a continuation 
of this matter, but at the same time, I know that your committee 
would feel the same way that we do, that any settlement that is to be 
made should be a fair settlement and should be one that is in the 
interest of the public and the interest of the Federal Home Loan Bank 
System and in the interest of the insurance corporation, and that we 
should not be pressed into an unwise settlement, involving several mil- 
lions of dollars of the funds of the insurance corporation or the bank 
system, just because it is dragging. 

Now the matter has been argued in the circuit court of appeals out 
at San Francisco and an opinion is expected out there sometime, 
probably in the next few weeks, at which time I assume the parties 
will read the opinion and reorient themselves in the light of the de- 
cision of the circuit court. But I want to assure the members of the 
committee that in my estimation, Mr. Seisler and the members of the 
Board have at all times been willing to sit down and talk about a 
settlement. We did so several times. We thought we had arrived at 
a settlement and then when the lawyers got down and began to draw 
up the papers, we found that there were a lot of things that hadn’t 
been covered, so we thought it was best for the lawyers to sit down 
and negotiate the settlement and the papers at the same time, and 
efforts have been made by the Department of Justice to sit down and 
negotiate such a settlement. 

Senator Frear. What do you mean by negotiation, Mr. Divers? 

Mr. Drvers. Well, I mean this: To discuss the points that are in- 
volved and how different people are going to take care of different 
things. For example, we thought we had arrived at a settlement 
up in Portland, Oreg., one time and I might just run through some 
of the high spots of the settlement, just to point out to you what we 
are talking about in negotiations. 

Senator Frear. Does that bear on the question I asked you? 

Mr. Drvers. Yes, sir. First, of all, at that time we agreed, our 
board agreed to reestablish the two Federal home-loan banks, one of 
them at Portland and one of them at Los Angeles, and at that time 
we felt that the members of the industry out there were in favor of 
it and since it is principally a matter of service to the member in- 
stitutions and they are mutual institutions, they are owned by the 
members. The stock of the Government is now all paid out. What 


26 NOMINATION OF KENNETH G. HEISLER 





NOMINATION OF KENNETH G. HEISLER 25 


we would like to do would be to put these institutions where they 
would be of best service to the member institutions that use them, 
so we agreed to the reestablishment of those two banks. We had an 
unpaid bill—I forget what it was; $90,000, something like that—for 
expenses which has accrued when the conservator was in, and in the 
interest of trying to arrive at a settlement, we agree to waive the col- 
lection of that $90,000. 

A third important party to this entire litigation and also to any 
negotiations for settlement, is the Federal home-loan bank at San 
Francisco, which is operated by a board of directors of 12, 8 of whom 
are elected by the member institutions, the member savings and loan 
associations out on the west coast. 

Senator Mayspank. Have they been in unanimity? 

Mr. Divers. They have been in complete accord with our position. 

Senator Mayzpanxk. How about your board? Has your board been 
divided ? 

Mr. Divers. No, the Democrats and Republicans have seen eye-to- 
eye on this thing all the way through. 

Senator Maynanx. Maybe I should not have brought that out, but 
I just meant there is no division in your board. 

Mr. Divers. No. 

Senator Maysank. And no division in the San Francisco board? 

Mr. Drivers. Well, I don’t know; there may have been some differ- 
ence of opinion out there from time to time, but it might have been 
on a 9-to-3, or 10-to-2 basis or something like that. I mean that I'd 
have to go back through all the records to find that out, but generally 
speaking, the San Francisco board has acted unanimously or almost 
unanimously on most of these things and their position has been the 
same as ours. In the interest of trying to make a settlement out 
there, however, they agreed to waive interest on the $6,300,000 note, 
up to the extent to which it had accrued at that time, which was 
about $125,000. 

Now mind you, we agreed to.these sizable amounts on the basis that 
we considered that this case had a nuisance value. We had been ad- 
vised that they couldn’t collect damages from us but in the interest 
of trying to settle it, to get rid of the controversy and to go back to 
doing something constructive instead of litigating all the time, we 
were willing to make these concessions that I have mentioned, and it 

yas only after that, when the Federal District Court of Los Angeles 
made an award of $540,000 for partial interim fees in connection with 
this matter, attorneys’ fees—— 

Senator Maysank. Who made that? 

Mr. Divers. The district court out there, and the board and the 
Department of Justice felt that at that time we really had to take 
some action to protect these funds because they didn’t say who should 
pay them. They left that to be decided later on and these do not 
involve taxpayers’ funds; they involve funds of the Federal Home 
Loan Bank of San Francisco, which is being administered by this 
board of 12 directors I spoke of. 

Senator Frear. You said eight were elected by the stockholding 
institutions. Who are the other four elected by ? 

Mr. Divers. The other four are so-called public interest directors 
and are appointed by our Home Loan Bank Board. 
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Senator Frear. Are they residents of the area ¢ 

Mr. Divers. Yes, sir. I mention these things because I want you 
to know that there has been no disposition on the part of our board 
to drag their feet or not to arrive at a settlement, if a fair settlement 
from our standpoint can be reached. But we aren’t going to give 
away millions of dollars out of these funds when our attorneys tell 
us that these things are without merit. 

Now Mr. Heisler has acted as our general counsel; he has partici- 
pated in some of the settlement negotiations and the reason I asked 
to make this statement is, that from my observation of him, 1 would 
say that he has never in any way impeded the litigation or the settle- 
ment negotiations, but at all times has been completely cooperative in 
carrying out the orders and the policies that were laid down by the 
members of the Home Loan Bank Board. 

Senator Frear. Any questions, Mr. Chairman ¢ 

Senator Maynank. I would just like to ask Mr. Divers, are you 
familiar with the testimony that was given before the House committee 
by Mr. Wyman ? 

Mr. Divers. I am, sir. 

Senator Maypank. Was that testimony correct, or in the board’s 
judgment correct ¢ 

Mr. Divers. We have never passed on that, sir. We feel that we 
are an adminstrative tribunal and our chief supervisor has listed 
a number of charges against the management of the Long Beach 
Federal Savings and Loan Association, and I think the document you 
have in your hand there probably lists those charges. It was furnished 
to the Expenditures Committee and is part of the record over there, 
but we have not passed on them and the only action that we took in 
effect was to say that prima facie, if those charges were correct, that 
they warranted certain action that were taken by the Home Loan 
Bank Board. 

Now, the position that we have taken all along is that there should 
be a hearing on these charges. 

Senator Maypanx. Well, the House had hearings on them. 

Mr. Divers. The House had hearings. The Holifield committee is 
holding one at the present time that st arted last November. 

But we feel that Congress had delegated to the Home Loan Bank 
Board the 1 responsibility for the supervision of these institutions and 
here we are with 1,500 Federal savings and loan associations around 
the country, with 3,000 savings and loan associations, the accounts of 
which are insured by the Federal Savings and Loan Insurance Cor po- 

ration, with 4,000 savings and loan associations with assets of almost 
$17,000,000,000 that are members of the Federal Home Loan Bank 
System, and we seem to get along all right with these other 3,999, and 
this is the association that ees to be out of step. Either we are out of 
step or they are out of step; 1 don’t know which it is, but it would 
almost seem that if we can get along with the other 3,999, that we 
should be able to administer supervision of this institution in an im- 
partial way. 

Senator FRrear. Under what part of section 206 did you appoint a 
conservator? What part of the act gives you authority to appoint a 
conservator ¢ 
Mr. Divers. Is that in connection with the original appointment ? 
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Senator Frear. The original appointment. 

Mr. Divers. I don’t remember the section of the regulations that 
authorized it, but at least the Supreme Court of the United States, 
in their decision, said that the regulation was sufficient and that we 
did have the authority to appoint a conservator without notice, without 
hearing, under those circumstances. 

Now, I would like to add, if I might, Senator, that both Mr. Adams 
and myself, who are the two present members of the Home Loan 
Bank Board, have stated publicly, and as I recall we have testified 
before the Holifield committee, that we believe that we would not 
have done what was done at that time under those circumstances 
or done it in the way that it was done. Our policy since we have 
been on the Board is to give notice, hold a hearing, let the people 
come in and testify as to how they feel about this before the Board 
takes action. 

Senator Frear. That was not done in this case? 

Mr. Drivers. That was not done in these cases, but that doesn’t 
mean that it was illegal, because the Supreme Court indicated in that 
decision that the appointment of the conservator without notice, 
without a hearing, in connection with the supervision of a financi al 
institution, was not a matter that was unheard of but it was a matter 
that was customary, as a matter of fact. 

Senator Scnorrrei. Well, Mr. Divers, it would seem to me, as I 
listen to this testimony and the over-all proceedings here, that the 
Board took the customary action that might have been taken if you 

had a bunch of crooks running an institution. I thoroughly agree 
with you, and I am glad you made the statement that h: ud you been 
in charge you and Mr. Adams would not have operated in quite this 
high- handed manner. If we are to believe some of the statements 
made here, they walked in there, put guards in there, and handled 
them like a bunch of thugs and crooks. I just do not quite like that 
kind of procedure for the great Republic of the United States. 

Mr. Divers. Well, as I si nid, we felt at that time if we had been in 
the shoes of the Commissioner that we would have served notice that 
we were going to hold a hearing on these charges and see whether 
or not, under the circumstances, the proposed action should be taken. 

Now, I wasn’t there at that time. 

Senator Scuorrren. I appreciate that. 

Mr. Divers. I don’t know all the facts surrounding it. 

Senator Frear. Has the occasion arisen since you have been on the 
Board? 

Mr. Divers. I would say this: In the first place, we have not ap- 
pointed a conservator since we have been on the Board, since our 
Board has been in existence. We have not appointed a receiver for 
any institution, and the only case where we felt that we had to-—— 

Senator Maynank. May I ask: How can the confirmation of Mr. 
Heisler affect the final outcome of the claims or whatever else might 
be before the court at this time? Would that affect it in any way? 

Mr. Divers. Well, I don’t see how it can, Senator; and, as far as 
I am concerned, the only reason I made this statement was-that I 
wanted to express it as my opinion that, from my observation of 
Mr. Heisler’s work during the course of the last 3 years, I think that 
he would be fair and impartial to this institution, just like he would 
to any other. 
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Senator Mayzanx. The institutions still have a right to go to 
court; haven’t they ? 

Mr. Divers. They are in court. They are all in court, and maybe 
the best way to settle it is to let the court decide it. I think, if we 
would all work toward getting it decided in court, we might save a 
lot of time. 

Thank you very much for the opportunity to make this statement. 
I appreciate it. 

Senator Frear. We appreciate your testimony, Mr. Divers. Thank 
you. 

7 It is reaching the time for the Senate to go in session. 

Are there any further statements anyone would like to make at this 
time ? 

Mr. MacGuineas. 

Mr. MacGuineas. Senator, I don’t know whether the committee 
wants to have any statement from me on behalf of the Department of 
Justice, since I am the attorney who is handling the case for the 
Department, and I don’t want to press this on your time. 

Senator Frear. Mr. MacGuineas, would your testimony in this case 
be similar to that when you testified on behalf of Mr. Divers or rather 
on behalf of the Justice Department in Mr. Divers’ nomination ? 

Mr. MacGutneas. Yes. I would suggest that you might wish to 
treat my testimony on Mr. Divers’ nomination as incorporated here. 
It would be essentially the same. 

Senator Frear. Very well. 

Senator Maypank. Since you are handling the case, do you see 
what bearing the confirmation of Mr. Heisler would have on the case 
in the courts? 

Mr. MacGurneas. Not in the least, Senator. I don’t see what bear- 
ing it would have at all. 

Senator Frear. It has just been called to my attention, Mr. Mac- 
Guineas—and rightfully so, I think—that the testimony you gave 
during the hearings on the nomination of Mr. Divers might not apply 
to Mr. Heisler’s position with the Board in this hearing. Do you 
understand what I mean? 

Mr. MacGutneas. Yes. I am at the wishes of the committee as to 
how you prefer to do it. I am perfectly willing to make an additional 
statement here if you wish to hear it and if you have the time to 
hear it. 

Senator Frear. Yes. I think that, if you can, it would be well to 
do so. 


STATEMENT OF DONALD B. MacGUINEAS, ATTORNEY, CLAIMS 
DIVISION, DEPARTMENT OF JUSTICE 


Mr. MacGutneas. Well, let me say this: It is correct, as has been 
testified before the committee, that the Department of Justice is re- 
sponsible for the conduct of this litigation, as it is for other litigation 
respecting Government agencies. 

The decisions which are taken as to the legal proceedings, the deci- 
sions as to appeals, and all of that sort of thing, are the decisions of 
the Department of Justice, and the Department of Justice assumes 
the full responsibility for those. 
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Of course, Mr. Heisler, as general’counsel of the agency, has fur- 
nished us with requisite information relative to the case, and we have 
in general cooperated with him or his subordinates in acquainting 
him as to the legal position which we would take in the case, but that 
responsibility i is the responsibility of the Department of Justice. 

Senator Frear. Have you not asked the opinion of Mr. Heisler in 
these cases ¢ 

Mr. MacGutnras. Yes. I say whenever a matter comes up we pre- 
sent it to Mr. Heisler; we obtain his views, and if an administrative 
question is concerned we obtain the Board’s views. But the decision 
as to what position to take in court is the decision of the Department 
of Justice. 

Senator Frear. Is it a fair question to ask you: Have you, as the 
representative of the Department of Justice, differed from any views 
that were presented by Mr. Heisler ? 

Mr. MacGurneas. I would say in general that there has been com- 
plete accord between us and Mr. Heisler and his subordinates. 

Senator Frear. Who is persuasive /—the Justice Department or the 
counsel for the Home Loan Board, or did you just both arrive at the 
same conclusion? I am interested in getting the facts. 

Mr. MacGurneas. The thing is h: indled very informally. We get 
together in an office and we talk over the i issues, and we say: “Well, 
now, let’s plead this, or let’s write the brief in this style, or the law 
seems to be this on this question,” and in those informal conferences 
there has been general agreement on our position. 

Senator Frear. Is it fair to say that we can assume that the Justice 
Department took an unbiased view, whether it was in the light of 
protecting the shareholders of any of the corporations or whether it 
was with the view of protecting the Federal agency ? 

Mr. MacGutneas. I certainly consider that we have. It seems to 
us that we have had in our mind the responsibility of handling this 
case in the public interest, and this means not merely the interest of 
the Government agency, as such, but the interest of those citizens 
whose money is involved in this litigation, and it seems to us that is 
one of the basic issues involved in this litigation : the public interest; 
that, where grave charges of mismanagement and dissipation of funds 
are made with respect to one of these institutions, and, as we see it, 
where Congress has set up an administrative board for the purpose 
of investigating and, if necessary, disciplining the management of that 
sort, that “that will of C ongress be carried out and that, whether by 
litigation or otherwise, nothing will be permitted to interfere with 
the effective functioning of the board to whom Congress has delegated 
authority for the purpose of protecting the interest of the shareholders 
in that respect. 

Senator Frear. Do you recall wider what part of section 206 you 
put in the conservator when he was first appointed ¢ 

Mr. MacGurneas. Are you referring to the regulations of the ad- 
ministration or to the statute? 

Senator Frear. I think that is in the statute. 

Mr. MacGurnras. I am sorry; I don’t have the code section here. 

Senator Frear. Well, what reason did they give for appointing a 
conservator ? 
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Mr. MacGutinegas. Well, initially, the reasons were stated in general 
terms. The association was conducting its business in an unlawful 
and unsafe manner and was jeopardizing the interests of its members 
and so forth, and subsequently a more specific statement of the reasons 
was furnished, and still later the statement by Mr. Wyman, made 
before the Holifield committee, which has been given to your com- 
mittee, I understand, details the charges much more fully, and I 
may say that when this case went to the Supreme Court the Supreme 
Court recited these charges, and to my iad the Supreme Court con- 
sidered them of real gravity. 

Senator Frear. Under the Federal act or amendment to the act, 
section 206.1, subparagraph 2, if it is an unsound or unsafe condition 
or has a management which is unsafe or unfit to manage a Federal 
savings and loan association. 

Mr. MacGutneas. And those are the bases on which the original 
appointment of a conservator was made. And I want to say that the 
Department of Justice is certainly not interested in dragging out 
this litigation. All of you Senators know that we have plenty of 
cases to keep us busy, and the more we can dispose of in the public 
interest, the better. And, in my opinion, the action which the Depart- 
ment of Justice has taken in this case has not delayed this litigation. 
In fact, in my opinion, the Long Beach Association has not manifested 
an eagerness to bring the case to trial. The appeals which we have 
taken we have taken because we considered we were sound in our 
positions of law, and we anticipate that the court of appeals will 
justify us in doing that when it hands down its forthcoming decision, 

As Mr. Divers, we, too, are willing to settle this or any other case on 
terms which are consistent with the public interest, but we do not 
propose to be derlict in our responsibility in settling this or any other 
case or to ignore factors of public welfare, which seem to us to be 
involved in that settlement. 

Senator Frear. Are you familiar with Order 5254 issued by the 
Federal Home Loan Bank Administration in 19464 

Mr. MacoGurneas. I have it before me, Senator Frear. There are 
several very serious charges, in my opinon. I agree with you. 

Senator Frear. Now, in the Smith hearings or the Holifield hear- 
ings. I believe I understood you to say that they expanded consider- 
ably the reason for these. 

Mr. MacGurneas. In the Holifield hearings they have been. 

Senator Frear. So, if we scrutinize the Holifield hearings, we might 
very well get an enlargement of these charges ¢ 

Mr. MacGurneas. The statement which I understand has been fur- 
nished your committee is a statement which Mr. Wyman, the chief 
supervisor of the bank Board, gave before the Holifield committee, 
and sets forth those charges in great detail. 

And I may say that the Supreme Court also considered them very 
grave charges, because it set them forth in its opinion when the case 
was there before it. 

Senator Frear. May I ask this question: After the conservator 
was appointed, did he find that the accusations made under Order 
5254 were as charged ? 

Mr. MacGuineas. As I understand it, it is not the function of the 
conservator to pass on any decision on these charges. That is the 
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function of the Home Loan Bank Board; and so far the Long Beach 
Association, by the maintenance of this litigation for 5 years, has pre- 
vented the Bank Board from exercising what we conceive to be its 
statutory duties and obligations of passing on these charges. 

Senator Frear. But the conservator has certainly kept ‘the Board— 
that is, the Home Loan Bank Board—informed ¢ 

Mr. MacGurneas. Oh, certainly, and I may say that there have 
been elaborate investigations of the books and records of the Long 
Beach Association by ‘bank examiners of the Bank Board and all of 
those things. A lot of that material has also been submitted to the 
Holifield subeommittee. 

But, if I may repeat, the authority to pass on these charges is vested 
by the Congress in the Home Loan Bank Board. 

Senator Frear. As a representative of the Justice Department, do 
you think the charges have been substantiated? Or is that an unfair 
question ? 

Mr. MacGurneas. It’s a question which can’t be answered because 
neither the court nor the Bank Board has as yet had a hearing on the 
charges. 

I can say this from my knowledge of the case: That I think there 
exists substantial evidence available to substantiate those char ges, but 
no proper tribunal has as yet passed on them. 

Senator Frear. As you can well judge, I am not an attorney, so 
when I ask questions like this it is purely from a laymans’ point of 
view. 

I do understand it is the decision of the court and not of the Justice 
Department. 

Mr. MacGutneas. All we are seeking to do in this litigation is to 
let the Board have an opportunity to pass on these charges in accord- 
ance with established procedure, which would, of course, give the 
Long Beach Association an opportunity to defend itself as it sees fit. 

Senator Frear. Well, if the Justice Department does not desire to 
make the decision; is it not willing to let the courts make the decision ¢ 

Mr. MacGuineas. By no means; the Justice Department is not 
making any decision. The Justice Department is merely represent- 
ing one set of litigants in the case and is submitting to the courts such 
legal issues as we deem involved in the case, just as any other lawyer 
who represents a private client submits to the court the legal issues 
which he thinks are involved in his client’s interest in the case. 

Senator Frear. Who is your client in this case? 

Mr. MacGuineas. Our client is the United States Government, and 
more specifically, the Home Loan Bank Board as the agency involved. 

Senator Frear. Just a while back you said that your r decisions were 
made with regard to the welfare of the shareholders of these asso- 
ciations. 

Mr. MacGurneas. That istrue. We, asa representative of the Gov- 
ernment, have regard for what seems to us to be the public interest 
in this or any other case, and certainly here the interests of the share- 
holders amount to a big interest, and we think we have had due 1 regard 
to those interests. As I have said, we think that one of the primary 
interests is that the Bank Board be given an opportunity to find out 
whether the management is misusing the funds of the members of 
the public who have placed them in this institution. 
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Senator Frear. I think you can assume that questions do arise in 
the minds of members of the subcommittee, when you state, and right- 
fully so, that you are representing an agency of the Government and 
you are presenting the views to the court on behalf of that agency, 
but you’are not losing sight of the welfare of the shareholders of these 
different associations? 

Mr. MacGurneas. I think we have by no means lost sight of the 
welfare of the shareholders. I think our whole position in this liti- 
gation is calculated to preserve and protect the interests of those who 
have placed their money in this institution. 

Senator Frrar. And that is regardless of the effect that it may have 
on the Home Loan Bank Board? 

Mr. MacGurneas. That’s true. 

Senator Frear. In going through the letters handed me by staff 

counsel, there is a letter from C ongressman Doyle which was presented 
to the committee this morning. May I read from that so that T ean 
have a basis for the question I am going to ask: 

Obviously such a run of withdrawals of deposits and freezing of titles to thou- 
sands of homes was a disaster to the community and an unwarranted hardship 
upon thousands of our innocent citizens. 

Of course, Congressman Doyle is from California, and when he 
speaks of “our innocent citizens,” I assume he means the citizens of 
the territory under the jurisdiction of the bank here. 

I recently appeared before the Holifield subcommittee of the House of Repre- 
sensentatives and was astounded to learn that the agency contended before that 
subcommittee that no home owners’ titles had been tangled or were clouded by 
their prior seizures. 

Do you have an answer to that? 

Mr. MacGutneas. Yes, I can give you clarification on that subject. 

It is our view that no action which has been taken 

Senator Frear. May I ask: Is this the view of the Justice Depart- 
ment you are expressing now ¢ 

Mr. MacGutneas. Yes, the Department of Justice. That no action 
which has been taken in this litigation, either by the Bank Board or 
the Department of Justice, has truthfully clouded any titles to real 
estate in the area involved. 

The situation as to the so-called clouding of real-estate titles is this: 
The Long Beach Association had an affiliated corporation called the 
Title Service Co., whom the Long Beach Association utilized as the 
trustee under its deeds of trust and the mortgages which it placed. 

When the conservator came in and took over the loans of the Long 
Beach Association and proposed to administer them in the regular 
course of business in the course of his duties, the Title Service Co., 
which was completely under the control of Mr. Gregory, the manager 
of the Long Beach Association, refused to reconvey ‘titles to those 
properties even when the borrower came in with the full amount of 
the mortgage and was prepared to pay it off. 

As a consequence, initially, the title company out there declined 
to give the borrower a clear title. In order to remedy that situation, 
which in our view was wholly brought about by the action of the Title 
Service Co. under the domination of Mr. Gregory, another title com- 
pany was contacted and arrangements were made whereby it would 
agree to insure these titles even without the reconveyance deed from 
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the Title Service Co., and immediately the Long Beach Association 
brought in that title company as a defendant in this litigation and 
€ .fectively frustrated that method which had been worked out to give 
the borrowers of the institution full protection on their titles. 

So the onus placing a burden and expense upon the borrowers of 
that association in our view rests entirely upon Mr. Gregory and his 
Title Service Co. 

In that connection, I should like to offer for the record a copy of a 
letter written by Newell A. Clapp, Acting Assistant Attorney Gen- 
eral, to Congressman Holifield, which discusses our views of that 
situation. 

Senator Frear. This is an answer to the question, then / 

Mr. MacGurneas. That’s right. Congressman Holifield raised the 
same question that you did, and that letter gives our answer. 

Senator Frear. It may be admitted. 

(The letter referred to follows :) 

OcTOBER 31, 1950. 
Hon. Cuer HOo.Lirie.p, 
Room 705 Broadway Arcade Building, 
Los Angeles, Calif. 

My Dear ConGRESSMAN : This supplements our letter to you of October 19, 1950, 
furnishing information in connection with the case of Mallonee v. Fahey which 
you as chairman of the subcommittee of the House Committee on Expenditures 
in the Executive Departments requested of Assistant Attorney General Morison 
by your letter of October 16. 

As I understand your inquiry you wish to know what consideration has been 
given by this Department on the question as to whether borrowers from the Long 
Beach Association who paid off their mortgages during the period of the con- 
servatorship could obtain marketable titles. 

It is our opinion that there is no bona fide question as to the marketability of 
such titles. The trustee under the deeds of trust securing the loans made by 
the Long Beach Association was the Title Service Co. That company was organ- 
ized by the directors of the Long Beach Association for the purpose of serving as 
trustee under deeds of trust securing its loans. The directors of that company 
were the same as the directors of the Long Beach Association. Accordingly, the 
management of the Long Beach Association controlled the operation of the 
Title Service Co., which had no issued capital stock. When the conservator, 
acting on behalf of the Long Beach Association, made requests upon the Title 
Service Co. to execute reconveyances of title to the borrowers, it declined to do 
so. The Title Insurance & Trust Co. thereupon raised a question as to the 
insurability of such titles. The authority of the conservator to act for the Long 
Beach Association in requesting Title Service Co. to execute reconveyances could 
not be challenged in a suit attacking the validity of land titles. Adams v. 
Nagle (303 U. S. 532). Furthermore, the status of Mr. Ammann as conservator 
has been established by the Supreme Court. Fahey v. Mallonee (332 U. S. 
245) ; Hx parte Fahey (332 U. 8. 258, 260). 

Our files disclose a letter dated July 11, 1947, from Mr. Ray E. Dougherty, 
Associate General Counsel of the Federal Home Loan Bank Administration, to 
Mr. Earl Johnson, general counsel of the Title Insurance & Trust Co. of Los 
Angeles discussing this question. Also on July 2, 1947, Mr. Mose Silverman, an 
attorney for the Federal Home Loan Bank pe data tent Some wrote to then Assist- 
ant United States Attorney Ronald Walker at Los Angeles on this subject. 

In order to obviate the effect of any objections raised by the Title Insurance 
& Trust Co., arrangements were made by which another title company, Land 
Title Insurance Co., which is authorized to insure land titles in California, agreed 
to insure such titles without obtaining reconveyances by the Title Service Co. 
This arrangement would have protected the borrowers, but it was. frustrated 
by the action of the plaintiffs in this case in naming the Land Title Insurance 
Co. as an additional defendant, alleging that it was a party to the conspiracy 
allegedly entered into by the Government officials named as defendants. 

Accordingly, in our view, the onus for any inability on the part of the borrowers 
to obtain marketable titles must properly be placed entirely upon the plaintiffs. 
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The injustice which has been rendered to these borrowers, who are innocent by- 
standers to this litigation, was brought about by the unwarranted refusal of the 
Long Beach Association’s alter ego, the Title Service Co., to honor the conserva- 
tor’s requests for reconveyances. That injustice could have been eliminated at 
any time and could today be eliminated merely by Title Service Co.’s honoring 
its obligation as trustee to execute such reconveyances. 
Sincerely yours, 
NEWELL A. CLAppP, 
Acting Assistant Attorney General, 
(For the Attorney General). 

Senator Frear. Just one further question: A borrower or stock- 
holder of an association—perhaps I should have asked this question of 
Mr. Chapman but it did not come to my attention at that time—when- 
ever they want their money or want to pay off their mortgage, why 
can they not have a clear title to their property when their entire 
indebtedness has been paid ? 

Mr. MacGutnras. Of course, they can have it and. they should 
have it, and the only occasions on which they didn’t get it in this liti- 
gation, to my knowledge, are those which I have stated. 

Senator Frear. Now, that is the Title Service Co. which failed to 
give clear title? 

Mr. MacGutneas. You see, they were the trustee under the deed 
of trust, which was the Long Beach Association security on the money 
which it had loaned, and it refused at the request of the conservator 
to give a reconveyance of the deed which would have cleared the title 
of record, even though the money was offered 100 percent. No question 
of any money not being offered to pay off the loans in full. 

Senator Frear. Was it not the obligation of the Long Beach Asso- 
ciation to secure clear title when its obligation had been paid in full? 

Mr. MacGutrneas. It certainly was its obligation to do everything 
that it could to see that the borrowers got back a clear title. 

Senator Frrar. Why could it not, then? Was the conservator 
handicapped ¢ 

Mr. MacGutneas. The conservator’s hands were tied, because before 
he came in, you see, the trustee under the deed of trust was this Title 
Service Co. and, therefore, in order to clear the title of record, the 
Title Service Co. would have to give back a deed of conveyance, and 
that company was under the domination of Mr. Gregory, one of the 
litigants in the case, and it refused to give back those deeds of convey- 
ance although payment in full was tendered to the Long Beach Asso- 
ciation. 

Senator Frear. What grounds did the Title Service Co. give for 
refusing to give back the titles? 

Mr. MacGutneas. The grounds it did offer was that the conserva- 
tor was not validly appointed and, therefore, that it didn’t have to 
recognize any action by him as constituting action by the Long Beach 
Association. 

But I might say in our view there was no justification for that ac- 
tion on the part of Mr. Gregory or his company, the Title Service Co.., 
and it is that which has brought about the so-called clouding of titles 
in California. 

Senator Frear. May I, for information, ask who is Mr. Gregory ? 

Mr. MacGutnras. Mr. Gregory was the manager of the Long 
Beach Association, the operator of it, I believe it is “popularly called, 
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and the one against whom these charges of mismanagement and mis- 
use of funds have been made. 

Senator Frear. He is also with the Title Service Co. 

Mr. MacGurneas. He was the dominant control of the Title Service 
Co. It was organized by him and his associates to serve as the trustee 
under the deeds of trust taken by the Long Beach Association on its 
loans. 

Senator Frear. There was nothing irregular in that, was there? 

Mr. MacGuineas. Iam confining myself now mer ely to how 

Senator Frear. Well, that was ‘the basis for further questions. 

Mr. MacGutneas. The only irregularity about it that has come to 
my attention may be that 1 understand that certain corporations, 
certain of the Gregory corporations, if I may call them such, were 
utilizing the clerical staff and the office space of the Long Beach As- 
sociation without paying any rent or proper charge therefor. 

Now, that might well be deemed an irregularity, it seems to me. 

Senator Frear. Maybe I should not be asking you these questions. 
Maybe I should be asking them of Mr. Chapman. 

Mr. MacGurngas. I am happy to give you our knowledge of them. 

Senator Frear. I do not think it would be too harmful if you came 
forward here at the moment, Mr. Chapman. 

The Title Service Co. was organized as a trustee of the Long Beach 
Association for the handling of these deeds of trust or titles of 
property ? 

Mr. MacGutnegas. That’s our view of it; yes. 

Senator Frear. Did Mr. Gregory have an interest in the Title 
Service Co., aside from any interest that the Long Beach Association 
might have in the Title Service Co. ? 

Mr. MacGutneas. Oh, yes, it was his company and whatever profits 
that company, Title Service Co., would make, would inure to him or 
those members of his family or those who were on the inside of that 
company, surely. 

Senator Frear. Was there anything illegal about that, other than 
what you have just said, that perhaps ‘the Title Service Co. was using 
the staff of the Long Beach Association in performing some of the 
work of the Title Service Co. ? 

Mr. MacGutneas. Well, I don’t know. A question might be raised, 
at least, as to whether it was a desirable policy for these institutions, 
for the managers of these institutions to create separate corporations 
which performed functions for the institutions so that the manager 
profits individually. 

Senator Frear. That is questionable, as I understand your state- 
ment ? 

Mr. MacGurneas. I would think so. 

Senator Frear. Yes. 

Mr. MacGurneas. As I say, that has never been passed on. It 
would seem to me to be a matter that the Bank Board might wish to 
consider, whether that would be proper savings and loan practic e. 

Senator Frear. Mr. Chapman, you have heard the questions that I 
have asked of Mr. MacGuineas, regarding Mr. Gregory and_his asso- 
ciation with the Long Beach Association and the Title Service Co. 
Do you want to make any remarks? 
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STATEMENT OF CHARLES K. CHAPMAN, COUNSEL, LONG BEACH 
FEDERAL SAVINGS AND LOAN ASSOCIATION—Resumed 


Mr. Cuarman. Thank you very much for the opportunity to answer 
that. 

Mr. MacGuineas, to my knowledge, came into the case in 1950 when 
it was then some 4 years old, and I can well understand his miscon- 
ception. I started out about 3 days after the seizure. He is under a 
misapprehension with respect to the title situation. 

The title situation arose because within a week or two after the con- 
servator seized our institution, he sold, assigned, and transferred most 
of our $12,000,000 portfolio of deeds of trust to the San Francisco 
bank, which had just taken the seized Los Angeles assets, and in return 
for that received this $6,300,000, and in making that transfer he 
rubber-stamped endorsed all of our thousands of notes on the back, 
sold and assigned and transferred to Federal Home Loan Bank, San 
Francisco. 

Now, that was brought before the court in Los Angeles before Mr. 
MacGuineas was in the case. Findings were made by the court there 
which I would like to read very briefly. 

An appeal was taken from that judgment of the district court by 
Mr. MacGuineas’s predecessor and when that appeal was to come be- 
fore the court of appeals for argument, they dismissed their appeal, 
which made those findings conclusive and final because the district 
court had made them and the appellate court had no chance to pass on 
them. 

Senator Frear. When the Long Beach Association granted a loan 
and took a mortgage for a house and that mortgage came into the 
association, it in turn endorsed it to the Title Service Co. ? 

Mr. Cuapman. No. In California we have a peculiar system 
called the trustee system. There are three parties to the loan: The 
borrower and the lender and the trustee. : 

The borrower conveys the title—it’s an absolute conveyance—to the 
third party, the trustee as security for the payment of the loan to the 
beneficiary. 

Now, that trustee, that third party, was the Title Service Co. and 
that trustee, like any other trustee, acts at its peril. When the note 
is presented to the trustee for reconveyance, it releases the legal title 
to that property, and unless the person is authorized to collect the 
money and release the property, if the trustee makes such a release, it 
in itself becomes liable for the debt. 

Now, compare that situation with these notes endorsed and as- 
signed to the San Francisco bank. The conservator was no longer 
the owner. ‘The conservator had sold these notes. Then it came 
back with a rubber-stamp cancellation, without a date or signature 
or any identification whatsoever. The trustee, faced with that prob- 
lem, went to the Federal court. The litigation was then less than 2 
weeks old, and interplead all of these titles, and said: “The judge 
will tell us what to do. We will reconvey as he tells us to.” 

Senator Frear. Who said that? 

Mr. Cuarpman. The Title Service Co., the “wicked” corporation 
of Mr. Gregory. 

Senator Frear. Now, I do not know whether that is a fair statement 
or not. 
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Mr. Cuarman. Title Service Co. was organized for the purpose 
of giving service to customers of Long Beach. It has no stock. It 
has never paid a dividend. Its directors have received no compen- 
sation. Mr. Gregory has received nothing from it. The charges 
that it makes are less than the cost of doing business. It furnished 
the service to the customers of Long Beach F oe ral. 

Senator Frear. I am not interested in Mr. Gregory. What I am 
interested in is trying to clear my own mind as to why a person, when 
he pays 100 percent “of his mortgage, cannot get a clear title to his 
property. 

Now, as you have stated, in California you have a third party that 
holds the mortgage, deed of trust as you ¢ ‘all it there. 

Mr. Cuarman. That’s right. 

Senator Frear. Now, how could a conservator in the Long Beach 
Association give that mortgage or deed of trust to the San Francisco 
pank, if the Title Service Co. alre: ady had it ¢ 

Mr. Cuarman. No. You see, the note is a separate piece of paper, 
and that goes to the man that has the money. The trustee has the 
legal title to the real estate. Now, that note can be sold, just as a check 
can be endorsed. That note can be transacted in business. ‘Title 
Service Co., the one that was to make the reconveyances, was faced 
with deciding who was the owner of that note after the conservator 
had assigned it to the San Francisco bank, and that decision the 
trustee refused to make and tendered it to the court. Everyone got 
clear title throughout the litigation. The only thing required was 
that the money be deposited with the registry of the court, there to 
await the outcome of the litigation, and. Long Beach did have the 
obligation to give clear titles, “and when we were restored to posses- 
sion, we cleared that title situation inst: antly by a mass transaction into 
the registry of the court, about 14,000,000 in assets, so that no one 
had title troubles when we got back, and the conservator could have 
done the same thing at any time, but he didn’t want to submit to the 
jurisdiction of the court. 

Senator Frear. Could the Title Service Co. not have given a clear 
title even when the conservator was in charge of the operations of 
the association / 

Mr. CuarpmMan. No, Senator, not without deciding the conflicting 
claims; whether the conservator was properly appointed, whether or 
not he had sold these notes and trust deeds to the San Francisco 
bank, and whether the San Francisco bank, which had used the 
$46,000,000 of seized assets of the Los Angeles bank, 
those notes. 

Senator Frear. Well, the fellow who gave the deed of trust, what 
did he care whether it was the Title Service Co. or the title of the 
bank of Los Angeles or San Franciscof When he paid his money, 
he wanted a clear title, did he not ? 

Mr. Carman. Suppose he paid the wrong one of those conflicting 
claims; he might have to pay it twice. 

Senator Frear. He had given you notice, I understood you to say 
Does he not return that note to you ¢ 

Mr. CuapMan. No; that note becomes part of the file of the trustee. 

Now, the borrower did get his clear title. 

Senator Frear. Then if the trustee, the fellow who holds the deed 
of trust or the trustee, as you call him, if he does not see fit to give 


really owned 
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that to the borrower, give the borrower back his note or_something 
saying that legally he is now the complete owner of this property 
and there is no further obligation as far as this deal is concerned, 
do you mean you cannot do that ? 

Mr. Cuarpman. No; we can do that, but we did it through the 
courts for this reason: The San Francisco bank said: We have had 
the note and we have released it back to the conservator. The Los 
Angeles bank said: Our money was used in those transactions and 
we have an interest in that note. The shareholders at Long Beach 
said: This conservator had no right to borrow any money or sell our 
trust deeds or notes at any time. 

Now, in order to protect against the liability of double payment 
which would generally exist, you see, if you had several people all 
claiming you owe them one sum of money and you pay any one to 
the exclusion of others, you have to be sure you pay the right one or 
you may have to pay that money over again. In protectin against 
that, we had the money deposited in the court, so it aaa a only be 
paid once, and the court could decide who it belonged to, and the 
borrower got an immediate reconveyance and a clear title and he 
only paid it once. 

Senator Frear. From whom? 

Mr. Cuarman. He got it from the clerk of the court. He was the 
only one who could bind all these parties so that one payment released 
the borrower. 

Senator Frear. Well, under the law of California, does the man 
who paid off his obligation during the conservatorship have a clear 
title? 

Mr. Cuarman. He certainly has under those court orders, but if 
he once paid the conservator or paid the Los Angeles bank or paid 
the San Francisco bank, he wouldn’t have had a clear title, but by 
paying it once into the court and the court ordering his title released, 
he got an absolutely clear title. 

Senator Frear. Do you agree to that? 

Mr. MacGutngas. No. Obviously, this is not the first instance in 
this case when Mr. Chapman and I have disagreed and it won’t be the 
last. 

The test of the thing it seems to me is that when the conservator 
went out and found a title company which was willing to write a title 
policy guaranteeing that title, Mr. Chapman. on behalf of Mr. Greg- 
ory, immediately turned around and sued that company and pre- 
vented it from giving a clear title to these borrowers. I think that’s 
the test of what lies behind the whole transaction. 

Senator Frear. I am afraid I am getting into a position here of 
trying to be judge with two attorneys in front of me. I do not want 
to get in that position. I am merely seeking information and I am 
not. trying to question the position or standing of an attorney in any 
manner whatsoever in asking questions along this line. 

But could not the Long Beach Association have selected as its trus- 
tee, if that is what you do, someone other than the Title Service Co. ? 
Are there establishments in California that do that type of work, that 
hold title as the third party that you said the California law 
stipulates ¢ 
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Mr. Cuarpman. They also refused to reconvey in this instance. 
There were a few of these cases and the title was likewise clouded by 
an independent trustee. The conservator, when he made the new 
loan, made these loans with independent trustees and when it came 
time to reconvey those loans, they had been assigned to the San Fran- 
cisco bank and the question of who was the owner came up, and like- 
wise there was no clear title. 

I would like to read the findings of the court—— 

Senator Frear. Has not this ever come up before ? 

Mr. Cuarpman. Oh, yes; many times. 

Senator Frear. And have the courts settled it ? 

Mr. CuapMaNn. Senator, it is always settled by paying the money 
into the court, and the vice of this case is that the conservator did not 
want to submit to the court. 

Senator Frear. You said after the deposit was made into the court, 
that the court gave the borrower clear title 

Mr. Cuapman. That’s right. 

Senator Frear. Notwithstanding the fact that the Title Service Co. 
did not? 

Mr. Cuapman. The Title Service Co. brought the action which 
enabled the court to do it, by interpleading into court all the titles and 
all of the trust deeds that it had. When the litigation was less than 
2 weeks old, Title Service Co. went down there with all the trust deeds 
in its possession and all the titles and said : “Here, Court, is a big legal 
tangle. You give the people titles, have the money paid into you. 
We're not going to decide it at our peril, whether the Los Angeles 
bank gets the money, the San Francisco bank gets the money, the con- 
servator gets the money, or these shareholders who claim everything 
is all wrong get the money.” The trouble came when the conservator 
tried to resist the court and took his : appeal from those orders of inter- 
pleader, as they are called, and in the court of appeals they were dis- 
missed at the conservator’s own instance. 

Senator Frear. Was it your opinion that the conservator could not 
have given a clear title? 

Mr. Cuapman. Not after he had sold the notes or the trust de eds. 
He didn’t own them any more. When it came back from the San 
Francisco bank, it had become tangled then with the seizure of the two 
banks. It was also our opinion that the conservator could not give 
a clear title until the validity of his appointment was established, ‘and 
this Supreme Court decision that they speak so much about, of 
1947 

Senator Frear. How long is that? 

Mr. Cuapman. There is about 8 or 10 lines, and about 10 lines in 
another place. 

Senator Frear. Will you read it, please? 

Mr. CuarmMan. I am reading now from judgment of the district 
court entered in March 1948, requiring the deposit into that court of 
some $14,000,000 in assets, notes, deeds of trust, Government bonds, 
in order to clear title to the borrowers’ homes. One of the findings 
made by that court, reading now from page 8409: . 

That pending final judgment and decision of the various issues of the within 


consolidated actions neither said Long Beach Federal Savings and Loan Asso- 
ciation, alone, nor said Federal Home Loan Bank of Portland, sometimes known 
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as Federal Home Loan Bank of San Francisco, alone, nor said Federal Home 
Loan Bank of Los Angeles, alone, nor any of the parties to this action can, without 
the aid and assistance of this court, make, execute, and deliver to said borrowers 
and home owners an effective release, reconveyance, and discharge of their real 
property. 


Then on page 8410: 


That among the injuries which would flow to said home owners, and borrowers 
or purchasers ly failing to require such deposit pending final judgment in the 
within action ar’, (1) the inability of said thousands of borrowers and home 
owners to secure a merchantable, or insurable title to the particular real property 
invotved, which in turn would prevent either a sale thereof, or a loan or re- 
financing thereof. * * * 

and (2) a multiplicity of suits which might involve all of the issues raised, 
or which can be raised, in the instant litigation, and all of the parties to the 
present litigation ; which injuries and damage are found to be grave, irreparable, 
and continuing as to the thousands of borrowers. * * * 

That if such payment was made to one of said conflicting claimants to the 
exclusion of the other and the final outcome of this litigation should decide that 
the one paid was not the one legally entitled to receive such payment, there 
would be hazard and danger to the Long Beach Federal Savings and Loan As- 
sociation of the loss of the sum which it had paid and danger of double liability 
for payment of said sum. 

Now, those findings became final more than 3 years ago. Appeals 
were taken from similar judgments and those appeals were dismissed. 
And pursuant to the judgment and those findings, the San Francisco 
bank deposited in the registry of the court about $6,000,000 in notes 
and about $8,500,000 in deeds of trust, and about $5,300,000 in Govern- 
ment bonds, 

Those findings are conclusive on the question of title. 

Senator Frear. Did the Justice Department agree to that ? 

Mr. MacGuineas. The Justice Department considered those find- 
ings of the court erroneous and appeals were taken and then, as at 
more than one stage of the case, negotiations were undertaken for 
settlement and it was thought that the case would be settled, and in 
that connection the appeals were dismissed. 

Senator Frear. Somebody had to agree to it. 

Mr. MacGutrneas. Oh, yes, the Justice Department agreed to dismiss 
the appeal; no question about that; but it was done in the light of 
the then settlement negotiations. 

Senator Frear. Well, the Justice Department does not think it is 
wrong to give a clear title to a borrower when he has paid his loan 
in full? 

Mr. MacGurneas. By no means. We have never asserted any such 
position. 

Senator Frear. Is it the contention of the Justice Department that 
the conservator could have given a clear title, or not / 

Mr. MacGutneas. It is the position of the Department of Justice 
that in this case the whole difficulty of titles could readily have been 
resolved by Mr. Gregory’s Title Service Co. giving a reconveyance 
deed when the payment of the mortgage was tendered in full, and to 
us that is effectively demonstrated by the fact that a title company in 
Los Angeles was ready to insure such titles and was only prevented 
from doing so because Mr. Chapman then joined that title company 

as a defendant in this litigation. When a title company says: We 
will insure the title, to my way of thinking, and I think to most every 
ee aha of thinking, it’s a pretty good test that the person has 
a clear title. 
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Senator Frear. Has the occasion arisen during the conservatorship 
of the Long Beach Association when the borrower repaid in full and 
received title, reconveyed that title to another party who may not 
have needed any borrowing? In other words, he had this piece of 
property and he could sell it for cash to whoever came along with 
the cash. Was there any difficulty in that third party coming ‘along, 
buying this clear title, or was there a clear title, or was there any 
dispute about it? Was there any difficulty in the third party getting 
clear title during the conservatorship when the loan was paid in full 
by the borrower to the Long Beach Association ? 

Mr. Cuarman. If the loan had been paid and the money deposited 
in court, they had clear title and there were no troubles whatever. If 
they paid the conservator and the conservator did not pay the money 
into court, they did not have a clear title. The whole thing arose 
from an attempt to evade the jurisdiction of the court by the 
conservator. 

Senator Frear. Did any of the borrowers pay in full to the 
conservator ? 

Mr. Cuapman. Yes. 

Senator Frear. Did any of those borrowers who paid in full re- 
convey their property to someone else during the term of the con- 
servatorship? 

Mr. Cuarpman. Only when they had an order from the court making 
the conservator pay to the court the money they paid to the con- 
servator. In other words, the conservator couldn’t deal with the assets 
of the association w ithout a court order approv ing such dealings, and 
the court said: “I won’t approve it unless you deposit the money here 
with me so that I will know when I dec ide the case that I can pay 
whoever is justly entitled to have it.’ 

Now, about the title company—I’ll be just a very brief moment on 
that—by the-time this title company had undertaken to insure cleat 
title, the Title Service Co. had, a year and a half previously, put the 
whole matter before the court, had interplead those titles and physi- 
cally transferred them to the registry of the court. This Land Title 
Co. insured just four titles before it discovered what it was doing. 
Once the court takes charge of that property, no one can deal with 
the title but the court. 

One other point I would like to make about the charge of wrong- 
doing. The officers of our association were under a $200,000 surety 
bond, which would cover every charge that has been made. That 
bond has been in the court and has been available for suit to recover 
on that bond, which could have been brought by the conservator during 
all the time he wasthere. Nosuch suit wasever brought. No attempt 
to eneforce that bond. 

When we went back into possession, the district court said: “There’s 
a lot of issues here, a lot of things to be decided. I want you to give— 
and this was at the request of the United States attorney and we 
gladly joined in that—a $1,000,000 surety bond. If there’s any wrong- 
doing by these officers, the peony Hommpety will make it good. That 
bond has laid in the district court for 314 years. The Department of 
Justice has seen fit to bring no antici whatsoever on that bond, be- 
cause if they had, they would have submitted to the jurisdiction of 
the court. 
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Senator Frear. Now, does that speak well for the conservator 
during his 2 years of handling it ? 

Mr. Cuapman. The conservator was under $100,000 bond. We 
brought action on that bond. We’re trying to recover on it. 

The conservator was not the one—I agree with you ; the conservator 
should have brought that action on that bond if he had any faith 
in his charges at all. He was afraid to submit them. 

Senator Frear. Time is running out, and may I ask, only on my own 
behalf, however, if both of you would be so kind as to just give me, 
as briefly as an attorney can, a synopsis of what I have been trying 
to question you about. I think you have in your minds what I am 
trying to get at. 

If not, briefly stated : The borrower’s ability to transfer his property 
after he has made full payment, to whichever way the cases may 
have been directed. 

As you can, I think, well see, I am trying to get the interest of the 
borrower plainly in my mind, what he could do and what he could not 
do because of the proceedings that went on in the association or against 
the association. 

Mr. MacGurneas. I will be glad to submit a letter on that, sir. 

Senator Frear. I will appreciate that. 

Mr. CuarpmMan. Would you like to have that in writing rather than 
now ¢ 

Senator Frear. I would like to have it in writing. 

Mr. CuarmMan. Do you want us to submit those concurrently or what 
is your pleasure ? 

Senator Frear. As far as I am concerned, I have no objection to you 
gentlemen talking it over. I think you both see what I am trying to 
get clear in my mind, and that is all that is necessary. 

Mr. Cuarpman. I would prefer an independent submission, and I 
can state my position and Mr. MacGuineas can state his, if that’s 
agreeable. 

Senator Frear. All right. Thank you, gentlemen. 

Mr. Cuarman. Thank you, Senator. I appreciate it. 

Mr. MacGurneas. Thank you. 

(The statements requested follow :) 

JUSTICE DEPARTMENT, 


August 2, 1951. 
Hon. JOSEPH ALLEN FREAR, 


United States Senate, Washington, D. 


My Dear SENATOR: In accordance with the request which you made to Mr. 

MacGuineas at the hearings of the subcommittee of the Senate Committee on 
sanking and Currency July 17, I am submitting to you the views of this Depart- 

ment as to the issues involved in the Mallonce v. Fahey litigation with respect 
to the alleged clouding of titles of land mortgaged to the Long Beach Savings 
& Loan Association. 

Prior to the time that a conservator was appointed and assumed possession 
of the Long Beach Association, it was the practice of that association in con- 
nection with loans which it made, secured by real-estate mortgages, to have a 
corporation called Title Service Co. serve as trustee under deeds of trust 
executed by borrowers. Title Service Co. was organ’zed and controlled by 
Mr. Tom Gregory, the manager of the Long Beach Association against whom 
charges of mismanagement were made by the then Home Loan Bank Commis- 
sioner, which charges were the occasion for the conservatorship. 

During the conservatorship when a borrower, desiring to pay off his loan 
in full and to obtain a clear title to his property securing the loan, tendered 
the unpaid balance of the loan to the association at the association’s quarters, 
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and the conservator, acting on behalf of the Long Beach Association, requested 
the Title Serviee Co. to execute a reconveyance deed to the borrower, it refused 
to do so. The ostensible reason advanced for this refusal by the Title Service 
Co. was that the conservator had not been validly appointed. 

Because of the refusal of Title Service Co. to execute reconveyance deeds, 
the Title Insurance & Trust Co., a title company in Los Angeles, declined to 
insure the borrowers’ titles as being free and clear. In order to obviate this 
difficulty, and in the interest of enabling the borrowers to obtain marketable 
titles, the conservator made arrangements with another title insurance com- 
pany in California, Land Title Insurance Co., which agreed to insure such 
titles without obtaining reconveyances by the Title Service Co. This arrange- 
ment would have given the borrowers the relief to which they were entitled, but 
it was frustrated by the action of the Long Beach Association in naming the 
Land Title & Insurance Co. as additional defendant in the litigation, alleging 
that it was a party to the conspiracy allegedly entered into by the Government 
officials named as defendants. 

In the light of this action by the Title Service Co. and the Long Beach Asso- 
ciation, the borrowers who desired to pay off their loans were put to the expense 
of appearing in the litigation, depositing the balances of their debts with the 
court, and obtaining quiet title decrees from the court. 

In our view the position taken by the Title Service Co. that it would not 
execute reconveyance deeds because of questions as to the validity of the appoint- 
ment of the conservator of the Long Beach Association, had no valid basis in 
law. The authority of the conservator to act for the Long Beach Association 
in requesting Title Service Co. to execute reconveyances could not be challenged 
in a suit attacking the validity of land titles (Adams v. Nagle, 303 U. S. 532). 
Furthermore the validity of the conservator’s appointment has, in our opinion, 
been established by the Supreme Court in this same litigation (Fahey V. 
Matlonee, 332 U. 8S. 245: Ex parte Fahey, 332 U. 8. 258, 260). 

Accordingly, in our view, the onus for any inability on the part of the bor- 
rowers to obtain marketable titles must properly be placed entirely upon the 
Long Beach Association and its shareholders, who are plaintiffs in the litigation. 

Yours sincerely, 
PEYTON FORD, 
Deputy Attorney General. 





STATEMENT BY LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION OF CLOUD- 


ING OF TITLES BY CONSERVATOR’S APPOINTMENT AND ASSIGNMENT OF NOTES 
AND Trust DEEDS . 


(By Charles K. Chapman, attorney ) 


Hon. J. ALLEN FREAR, 


Chairman of the Subcommittee of the Senate Committee 


on Banking 
and Currency: 


Herewith as requested is a written statement of the title situation caused by 
the two seizures, first of the $46,000,000 solvent Federal Home Loan Bank of 
Los Angeles; and, second, of the solvent $26,000,000 Long Beach Federal Savings 
and Loan Association. 


DESCRIPTION OF TRUST DEEDS AS USED IN CALIFORNIA AND SECURITY FOR LOANS ON 


REAL PROPERTY 


California lending practice does not use mortgages as a form of security for 
the loan. In California there are two separate instruments, a note and a deed of 
trust. The deed of trust is in the form of a grant and conveyance by the bor- 
rower to a third person, usually a corporation, called the trustee, as security for 
the lender, who is called the beneficiary. The deed of trust is recorded in the 
office of the county recorder (California equivalent of register of deeds or county 
clerk), and conveys the legal title of the property from the borrower to the 
trustee. The note and the deed of trtist, after recordation, are delivered into the 
possession of the lender. The lender has the same power to assign or sell the note 
and deed of trust as exists in an ordinary mortgage. However, upon payment 
and discharge of the loan, an entirely different method of satisfaction is fol- 
lowed. 

The original note, the original deed of trust, and a signed request for full 


reconveyance are then tendered to the trustee. The trustee retains these docu- 
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ments in its permanent files, and if the request for reconveyance is properly exe- 
cuted by the lender or the lenders’ assignee, the trustee then issues to the bor- 
rower, a “full reconveyance deed.” Upon recordation of this full reconveyance 
deed, the title to the borrowers’ home, previously conveyed to the trustee by the 
dieed of trust, is reconveyed to the borrower, and the title is thereupon cleared 
of the loan. 

Legal responsibility is imposed upon the trustee in issuing its full reconveyance 
deed. ‘The trustee must issue such reconveyance only upon the written request 
of the true legal owner of the loan. If the original note, delivered to the trustee, 
bears endorsements disclosing that the note has been sold or assigned, the trustee 
acts at its peril, unless all assignees properly join in signing the request for 
reconveyance and release of the loan on the property. 

The trustee is also bound by notice or knowledge brought to it by any other 
means, that there are adverse claimants to the ownership of the loan, and if the 
trustee reconveys at the request of one, to the exclusion of others of the con- 
flicting claimants, the trustee can become individually liable to the true owners of 
the note for any loss occasioned. Such liability is usually measured by the 
total unpaid balance due on the loan. 

It has been customary in California for many years for the trustees under 
deeds of trust to refuse to issue reconveyances if there is any question, (1) as to 
the validity of the request for reconveyance, or (2) as to the authority of the 
person Signing such request. Usually the trustee under these circumstances will 
seek instructions from the local State or Federal courts, and if reconveyance is 
made at the direction of a court, the trustee is discharged from all liability, re- 
gardless of who among the various claimants is eventually determined to be the 
true owner. 

In other building and loan litigation concerning California State associations, 
banks and trust companies have uniformly refused to reconvey and title 
insurance companies have refused to insure unless the court approved each 
individual transaction. Therefore, there was nothing unusual in the position 
taken by Title Service Co. in this litigation over Long Beach Federal and its 
seizure by the Home Loan Bank Board. 

The trustee, by the terms of the deed of trust, is required to keep in the 
trustee’s permanent files, the original note, the original deed of trust, and the 
signed request for reconveyance, so that any interested parties, even after the 
trustee has reconveyed, can have access to the original loan documents and 
ascertain whether the trustee has faithfully discharged its duties to reconvey 
only upon duly authorized requests from the true legal owners of the note and 
loan. 

The original note is presented to the trustee only after the borrower has 
paid in full to the lender. If the lender has sold and assigned a note and loan, 
and yet continues to accept payment thereon, the lender commits a fraud upon 
the borrower because the lender cannot deliver to the borrower a clear title to 
the property when payment has been made in full. 

If the trustee reconveys the property without being positive that payment 
has been made in full to the true legal owner of the loan or note, in addition 
to incurring personal liability, the trustee exposes the borrower to the danger 
of multiple payment of the total amount of the borrower's loan, because a re- 
lease of the property made without authority does not bind the true owner of 
the note. 


Acts or CONSERVATOR WHicn Exposrp THE BorrowErs AND THE ASSOCIATION 
TO THE HAZARDS OF MULTIPLE LIABILITY AND DANGER OF PAYING THE LOAN IN 
FuLt Two or More TIMES TO DIFFERENT CONFLICTING CLAIMANTS 


When the conservator seized Long Beach Federal Savings and Loan Associa- 
tion, he obtained physical possession of several thousand separate notes and 
deeds of trust totaling about $12,000,000 in unpaid balances. Each of the deeds 
of trust had been previously recorded and conveyed the title to the borrower's 
homes to the trustee, Title Service Co. 

The conservator immediately commenced a wholesale assignment and trans- 
fer of the entire $12,000,000 of notes and deeds of trust to the Federal Home Loan 
Bank of San Francisco. This was accomplished by an Undated rubber stamp 
endorsement on the back of each of the thousands of notes as follows: 

“Pay to the order of the Federal Home Loan Bank of San Francisco, 
“Lona Beach FEDERAL SAVINGS AND LOAN ASSOCIATION, 
“By A. V. AMMANN, Conservator.” 
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The effect of this endorsement (if valid) was to transfer ownership of the 
note and loan, that is, the right to receive the balance due on the loan from 
the Long Beach Association to the San Francisco bank. Notwithstanding this 
assignment, the conservator continued to collect and accept all monthly pay- 
ments, as well as payments in full, from the borrowers. 

The notes were physically delivered by the conservator from the Long Beach 
Association to the San Francisco bank. The fact that the assignment is undated 
is significant in view of the fact that on May 27, 1946 (1 week after the seizure 
of the association), the shareholders’ protective committee, representing the 
16,000 depositors in the association, obtained a restraining order from the Federal 
court at Los Angeles, prohibiting the conservator from assigning or trans- 
ferring the association’s assets without the approval of the Federal court. The 
Federal Court never approved any transfer of the association’s assets by the 
conservator to the San Francisco bank. 

The shareholders’ committee, learning that the assets of the association were 
being transferred by the conservator to the San Francisco bank, made the trustee 
Title Service Co. a defendant in the litigation in the Federal court. This put 
the trustee upon notice that the shareholders and depositors of the Long Beach 
Association claimed that the seizure of the association was fraudulent, and that 
the conservator was without authority to deal with the seized assets, and that 
the Federal court had made a restraining order preventing such transfers. 

In June 1946 the conservator delivered to Title Service Co. for reconvey- 
ance, about $800,000 of notes and deeds of trust, involving the title to approx- 
imately 174 separate homes. The request for reconveyance was signed only 
by the conservator. 

The Long Beach Association and the shareholders’ committee notified Title 
Service Co., the trustee, that if it honored the conservator’s request for recon- 
veyance, and any loss resulted therefrom, that the trustee would be held indi- 
vidually and personally liable for such loss. 

Thereupon the trustee, Title Service Co., physically deposited the 174 notes 
and deeds of trust with the clerk of the United States Court at Los Angeles, and 
asked instructions from the court as to issuing reconveyances. Title Service 
Co., as trustee, also interplead into court the titles to the homes of the other 
8,000 borrowers, and asked the court’s instructions as to future reconveyances 
when request therefore should be made to the trustee. 

A lis pendens was recorded in the county recorder’s office, notifying the world 
that the title, formerly in the trustee, had now been delivered to the Federal 
court, and that reconveyances could be made only upon order of such Federal 
court, 

The borrowers on the 174 homes asked the Federal court who they should pay 
in order to obtain the release of the titles to their homes, and the Federal court 
directed that the (approximately) $800,000 should be paid to the clerk of 
the court to be deposited in the court’s registry, there to await the decision 
of the conflicting claims of whoever might be entitled to receive the money. 

The Title Service Co., at the order of the court, delivered the reconveyance 
deeds to the court clerk, who upon order of the court, distributed them to the 
individual borrowers, and within 30 days after deposit of the money in court, 
the borrowers obtained free and clear titles to their homes without waiting 
the final outcome of the vears of litigation. 

This procedure was repeated about 50 times throughout 1946 and 1947. No 
reputable title companies were willing to insure the validity of any reconvey- 
ance unless the court had ordered such reconveyance delivered by the court's 
clerk to the borrower. 


CONSERVATOR’S EFFORTS TO EVADE COURT JURISDICTION 


The conservator had seized possession of thousands of notes, secured by the 
titles to the homes of borrowers’ real property in Los Angeles County, Calif. 
Notwithstanding this, the conservator and the Home Loan Bank Board denied 
the power or jurisdiction of the local Federal court at Los Angeles to decide the 
validity of the seizures, or to decide the validity of the conservator’s assign- 
ment and sale of the notes and deeds of trust. Deposit into the registry of the 
court of the balance due on the loans was defeating the conservator’s attack 
on the jurisdiction of the Federal court. 

Well knowing that the only way that the titles of the borrowers could be 
cleared was through the court proceedings, the conservator yet continued to 
accept payment in full from the home owners, and to deliver to the home owners, 
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the note and deed of trust and request for reconveyance, but without the essen- 
tial full reconveyance deed; and without informing the borrower of the court 
proceedings. 

Most of the homeowners were not skilled in legal technicalities, and did not 
realize that the documents thus delivered to them by the conservator, pur- 
ported official of the United States, were utterly worthless, and could not be 
effective until a reconveyance deed was secured from the clerk of the United 
States court at Los Angeles. Only when the borrowers sought to refinance ad- 
ditional loans on their homes, or to sell their property, did they then dis- 
cover that their payments to the conservator was ineffective. These borrowers 
would then appeal to the court for relief, and the court would order the con- 
servator to disgorge the money paid to him by the borrower, and upon the 
conservator’s depositing in court the money previously paid to him by the bor- 
rower, the court would order the trustee, Title Service (o., to deliver to the 
clerk for distribution to the borrowers, the full reconveyance deeds necessary to 
release the titles to the borrowers homes. 

The court likewise required that the original notes and original deeds of 
trust be deposited with the clerk of the court. Such notes disclosed that the 
assignment by Ammann: 

“Pay to the order of the Federal Home Loan Bank of San Francisco. 


“LONG Beacn FEDERAL SAVINGS AND LOAN ASSOCIATION, 
“By A. V. AMMANN, Conservator.” 
was released only by an undated, unsigned, and unauthenticated rubber stamp, 
reading : 
“Endorsement Canceled, Los ANGELES BRANCH, FEDERAL HoMe LOAN BANK 
of SAN FRANCISCO.” 
The consideration given by the San Francisco bank to the conservator for the 
transfer of the $12,000,000 of Long Beach Association notes and deeds of trust, 
was a loan of $7,300,000. The money thus loaned had been obtained by the 
San Francisco bank just 53 days previously by the seizure, without notice, hear- 
ing or trial, of $46,000,000 of assets of the Los Angeles bank, and mixing this 
money with the $9,000,000 as assets of the Portland bank. The resulting 
$54,000,000 in mingled assets was called the Federal Home Loan Bank of San 
Francisco. 
The money thus loaned by the San Francisco bank to the conservator Was 
more than 80 percent seized Los Angeles bank assets. 
In July of 1946 the Federal Home Loan Banks of Los Angeles, San Francisco, 
and Portland, were all made defendants in the Federal court litigation at Los 
Angeles, Calif., for determination of which Federal home loan bank existed; 
what had happened to the $8,300,000 Long Beach government bonds (which had 
been left for safekeeping only, at the Los Angeles bank) ; for an accounting ; and 
for determination of the rights of whichever Federal home-loan bank existed in 
the $12,000,000 of Long Beach notes, assigned by the conservator for the $7,300,- 
000 loan. 
The conflicting claims by the parties to the litigation can be summarized thus: 
A. The conservator claimed the right to receive payment in full, upon 
notes, which he, the conservator, had sold, assigned and physically delivered 
to the San Francisco bank; 
B. The shareholders of the Long Beach Association (and the asseciation 
itself) denied the conservator’s right to either receive the payments or to 
transfer and sell the notes to the San Francisco Bank; and 
(,. The Los Angeles bank and its stockholders denied the right of the 
San Francisco bank to transfer $7,300,000 of seized Los Angeles bank 
assets to the conservator, and likewise denied the richt of the San Fran- 
cisco bank to release the Long Beach notes back to the conservator. 
The borrowers Were thus confronted with the peril of paying the nalance due 
on their loans to any one of the conflicting claimants at the risk that if they paid 
the loan to the wrong claimant, whoever succeeded in the litigation could later 
enforce a second, or even a third, payment from the borrowers. Payment into 
court and deposit of all notes and deeds of trust in court was the only solu- 
tion to this problem which would give the borowers an immediate clear title 
to their homes, and protect the borrowers from the peril of multiple payments. 

The conservator, however, did not submit to the jurisdiction of the court, and 
finally in December of 1947, after the deposit of over $1,500,000 into the registry 
of the court, appealed from 4 out of the more than 50 separate proceedings 
to clear the titles to the homes of hundreds of borrowers. By such appeal, the 
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conservator sought to render the titles to the borrowers homes frozen for 
another 1 year to 2 years, pending decision of the appeal—this, notwithstanding 
that the full amount due on the borrowers homes had been deposited in the 
United States court at Los Angeles. 

The United States court orders appealed from contained the following find- 
ing: 

“It further appearing to the court that neither said conservator alone, nor said 
Long Beach Federal Savings and Loan Association alone, nor any of the parties 
to this action ean, without the aid and assistance of this court, make, execute, and 
deliver to said petitioners in intervention an effective release and discharge of 
the said real property described in said complaint from the lien, encumberance, 
and obligation of said deed of trust securing said note in favor of said Long 
Beach Federal Savings and Loan Association, and it further appearing that 
grave and irreparable damage will be suffered by the petitioners through being 
unable to clear the title to their said real property of the obligation of said 
note and deed of trust; and it further appearing that said petitioners have the 
right to tender and pay the balance of the principal, interest, penalties, and costs 
under said note and deed of trust so as to stop further accrual of interest, pen- 
alties, and costs and have offered to pay the amount due thereunder in full satis- 
faction thereof, but are in doubt as to who is entitled to receive such payments 
thereunder in order to secure a valid release and reconveyance and obtain a 
merchantable title to their said real property.” 

This appeal was abandoned and dismissed before hearing in the court of appeals 
by the voluntary action of the conservator and the Home Loan Bank Board. The 
findings thereupon becanie final and conclusive as to the truthfulness of the 
matters thus decided. 


THE BORROWERS TITLES STILL TANGLED AFTER REMOVAL OF THE CONSERVATOR 


Even after the conservator was removed in January of 1948 by an order of 
the United States court at Los Angeles, the borrowers could not obtain clear 
titles to their homes because of the previous assignments and conveyances of 
their notes by the conservator, to the San Francisco bank. The conflicting claims 
of the San Francisco bank and the seized Los Angeles bank and its stockholders 
were yet undecided. 

The Long Beach Association thereupon brought proceedings in the United 
States court at Los Angeles for a mass deposit into court of a!l of the several 
thousand notes and deeds of trust, possession of which had boen delivered by 
the conservator to the San Francisco bank. After several days of hearings, 
the United States court at Los Angeles ordered the San Francisco bank to deposit 
with the clerk of the court, over $14,000,000 in assets consisting of United States 
Government bonds and notes and deeds of trust. Included in such assets was 
$5,300,000 of United States Government bonds, part of the seized $8,300,000 of 
United States Government bonds which the Long Beach Association had left in 
the custody of the Los Angeles bank for safekeeping only. 

In making such order, the United States court of Los Angeles found: 

“That pending final judgment and decision of the various issues of the within 
consolidated actions neither said Long Beach Federal Savings and Loan Associa- 
tion, alone, nor said Federal Home Loan Bank of Portland, sometimes known as 
Federal Home Loan Bank of San Francisco, alone, nor said Federal Home Loan 
Bank of Los Angeles, alone, nor any of the parties to this action can, without, 
the aid and assistance of this court, make, execute and deliver to the said 
borrowers and home owners an effective release, reconveyance and discharge of 
their real property. 

“That adjudication and determination of the rights, claims, obligations, and 
liabilities of the various financial institutions, parties hereto, will require 
lengthy trials and the settlement and determination of the issues which are, or 
may be raised. * * * That whatever injury may result by said deposit to 
any of the contending parties is so slight as to be heavily outweighed by the 
equitable considerations of the injuries which flow and which will continue to 
flow to the borrowers and purchasers of properties conveyed by said deeds of 
trust, if said deposit were not so ordered. That among the injuries which would 
flow to said home owners, and borrowers and purchasers by failing to require 
such deposit pending the final judgment in the within action, are (1) the in- 
ability of said thousands of borrowers and home owners to secure a merchant- 
able, or insurable title to the particular real property involved, which in turn 
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would prevent either a sale thereof, or a lean or refinancing thereon, or a pay- 
ment and termination of the interest and obligations of the present loans and 
deeds of trust thereon, and (2) a multiplicity of suits which might involve all 
of the issues raised, or-which can be raised, in the instant litigation, and all of 
the parties to the present litigation; which injuries and damage are found to 
be grave, irreparable, and continuing as to the thousands of borrowers and 
home owners who have given their notes and deeds of trust to said Long Beach 
Federal Savings and Loan Association and conveyed the titles to their homes 
as security for said loans. 

“That in addition thereto are the hazards and dangers of injury to the 16,000 
shareholders of the said Long Beach Federal Savings and Loan Association if 
said association should, in the face of these conflicting, inconsistent claims and 
demands, pay the said notes of the face amount of $6,300,000, claimed by the 
said San Francisco bank to either the said San Francisco bank or the said Los 
Angeles bank to the exclusion of the other. That if such payment was made 
to one of said conflicting claimants to the exclusion of the other, and the final 
outcome of this litigation should decide that the one not paid was the one 
legally entitled to receive such payment, there would be hazard and danger to 
the Long Beach Federal Savings and Loan Association of the loss of the sum 
which it had paid and danger of double liability for payment of said sum. 

“That by custom and usage in the county of Los Angeles, State of California, 
policies of title insurance are required for marketable and merchantable title 
to real property to be sold, encumbered, or conveyed in said county and State. 

“That if such payment by said Long Beach Federal Savings and Loan Asso- 
ciation of said sum to be made to one of said conflicting claimants to the exclu- 
sion of the other, and the other claimant thereafter would be held to have been 
entitled to such payment, then the owners of the various properties under trust 
deeds may each be subjected to claims upon their notes and property for a por- 
tion of such total liability, which possible liability exists as a cloud upon the 
title to each of the thousands of properties involved and prevents each of them 
from securing a merchantable and insurable title, unless the within order is 
made. That the making of the within order thus avoids the complex, multiple, 
and conflicting claims and demands which may be made upon the approximately 
8,000 individual borrowers of said association.” 

No appeal was ever taken from this order and approximately $14,000,000 in 
assets were deposited by the San Francisco bank into the registry of the United 
States court, in 1948. Thereafter all borrowers who paid off their trust deeds 
in full to Long Beach Federal, have obtained immediate and clear title to their 
homes, free of all further obligations under the deeds of trust. 


LAND TITLE INSURANCE CO.—FRAUDULENT INSURANCE 


Assistant Attorney General MacGuineas claims, despite these final findings and 
judgments of the court, that there was a title company willing to insure the 
home owners’ titles, upon payment to the conservator alone, to the exclusion of 
all other claimants. 

In the fall of 1947, Land Title Insurance Co, had been organized for ap- 
proximately 2 years. This inexperienced title company insured title to four 
properties, notwithstanding the fact that such titles had, 15 months previously, 
been interplead into the United States court by trustee Title Service Co., and 
the court had not authorized reconveyance. In issuing such title insurance, it 
concealed from the insured home owner, the fact that the title was actually 
transferred from the trustee Title Service Co. into the registry of the United 
States court at Los Angeles, and had not been reconveyed by order of court 
authorizing delivery of reconveyance by the clerk of the court. Such insur- 
ance of the vesting of the title without disclosing the court proceedings, was in 
fact false. 

Land Title Insurance Co. was made a defendant in the action by the share- 
holders’ protective committee to prevent the victimizing of the home owners by 
such false title insurance. Thereafter the four titles insured by Land Title 
Insurance Co, were cleared through deposit in the United States court of the 
balance due on the trast deeds and the issuance of reconveyances by order of 
court through the clerk of the court. Land Title Insurance Co. did not there- 
after insure any titles except those cleared through order of court and delivery 
of reconveyance through the clerk of the court. 

Why Land Title Insurance Co. was willing to insure a title as clear, when 
actually the title was in the Federal court awaiting instructions for recon- 
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veyance, and why Land Title Insurance Co., was unwilling to issue such title 
insurance after it became a defendant in the Federal court proceedings, is 
obvious, 

Assistant Attorney General Newall Clapp, in a letter dated November 1950 
to the Holifield committee, mentions that “arrangements” were made with a 
land-title company for such insurance. The nature of these “arrangements” 
will undoubtedly be disclosed when the case is tried in the courts on the merits. 


SUMMARY 


Title clouds were caused by the conservator’s appointment, claimed by the 
depositors of the Long Beach Association to have been unjustified, fraudulent 
and malicious, and by the conservator’s unauthorized conveyance and transfer 
of the $12,000,000 of seized Long Beach Association notes and deeds of trust. 
Despite these. actions, every borrower from the Long Beach Federal was en- 
abled to secure an insurable clear title to his home within approximately 30 
days after paying into the registry of the court the balance due on the loan. 

The conservator’s resistance to the jurisdiction of the United States court at 
Los Angeles hindered and handicapped such title clearance but was not suc- 
cessful in preventing the courts clearing the titles to the borrowers’ homes. The 
conservator’s concealment from the borrowers of the existence of the court proc- 
ess delayed for months many of the homeowners getting such clear titles from 
the court. 

The conservator’s attacks upon the jurisdiction of the court yet continue, 5 
years after the original seizure, and 3 years after the removal of the conservator 
by court order. 

The attempt at a second seizure of the Long Beach Association made in 1949 
by the Home Loan Bank Board, and enjoined by the United States court at Los 
Angeles, constitutes a threat to again cloud all of the titles previously cleared by 
the final judgments of the United States court. 

The six presently pending appeals in the United States court of appeals at 
San Francisco, Calif., seek the dismissal of the entire litigation and the vacat- 
ing of the final Federal court judgments previously entered by the court dur- 
ing the 5 years of the litiiation. 

If the Home Loan Bank Board and the conservator are successful before the 
court of appeals, and secure dismissal of the entire action, the 4- and 5-year-old 
judgments of the United States court, clearing the titles for the home owners, 
will, of course, fall with such dismissal and the titles be again clouded. 

Attorneys for the association believe that the likelihood of the court of ap- 
peals taking such action and again tangling and clouding the titles to the 
homes of 8,000 borrowers is indeed remote, and the title insurance companies in 
California, appear to concur in this view for they are continuing to insure the 
titles of the home owners, notwithstanding the pending attacks on the jurisdic- 
tion of the United States courts by the Home Loan Bank Board and its chief 
counsel, Kenneth G. Heisler. 

Nominee Heisler, as chief counsel for the Home Loan Bank Board, advised and 
participated in all of the above-related proceedings; his deputies Dougherty or 
McKenna were actively engaged before the courts in all of these proceedings and 
appeals. Mr. Heisler’s name appears on the briefs and on many of the plead- 
ings. His responsibility and participation is demonstrated by Assistant At- 
torney General MacGuineas’ statement in reply to Senator Frear’s question 
that the Home Loan Bank Board attorneys did not oppose or protest any actions 
taken by the Attorney General's Office in the case. 

Delivered herewith is one of the association’s briefs on one of the six appeals 
now pending before the United States court of appeals in San Francisco. Op- 
posite page 98 is a photographic reproduction of a specimen note, assignment, 
ete. On pages 1 to 5, inclusive, is a description of the litigation, listing the 
actions pending as of April 1951 (two additional appeals have been taken by 
the Home Loan Bank Board since the filing of this brief). 

The undersigned will be in Washington, D. C., until the conclusion of the Holi- 
field committee hearings, and additional information, copies of briefs, or other 
documents, will be gladly furnished. 


Senator Frear. I have a letter from Senator Kilgore and resolu- 
tions from the National Savings and Loan League and the United 
States Savings and Loan League which will be inserted in the record 
at this point. 
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(The letter and resolutions referred to follow :) 


‘Unitrep States SENATE, 
COMMITTEE ON APPROPRIATIONS, 
July 17, 1951. 
Hon. Burnet R. MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator: The directors of the Federal Home Loan Bank Board of my 
State have invited my attention to the nomination of Kenneth G. Heisler as a 
Director of that organization, and I take great pleasure in joining these gentle- 
men in their recommendation. Mr. Heisler is well known to the bank officials 
and is highly recommended. 

With kindest regards, I am 

Most sincerely yours, 
H. M. KIieore. 


RESOLUTION OF NATIONAL SAVINGS AND LOAN LEAGUE 


Whereas the members of the Home Loan Bank Board have put in an extraor- 
dinarily heavy year of duty in the general supervision of the savings and loan 
business and in helping it further to expand its facilities and services; and 

Whereas the members of the Board have vigorously worked to solve savings 
and loan problems from within; and 

Whereas each member of the Board has given ample proof of his devotion to 
the building and loan movement and its value to the Nation; and 

Whereas the members of the Board have given so generously of their time and 
assistance to every person and association seeking advice and consideration ; 
and 

Whereas the Board has at all times put the welfare of our business above 
every other subject within its purview: Now, therefore, be it 

Resolved, That the members of the National Savings and Loan League meeting 
in eighth annual convention in Los Angeles express to William K. Divers, 
chairman, and to J. Alston Adams, our warmest thanks; and be it further 

Resolved, That we renew again at this time our vote of confidence previously 
pledged to them which they so richly deserve. 

I hereby certify that the above is a true and correct copy of a resolution 
adopted on May 17, 1951. 

HAROLp P. BRAMAN, Convention Manager. 


RESOLUTION OF THE FIFTY-EIGHTH ANNUAL CONVENTION OF THE UNITED STATES 
SAVINGS AND LOAN LEAGUE HELD DeceMBER 1, 1950 


The savings associations of this Nation, bulwarked by the Federal Home Loan 
Bank System and the Federal Savings and Loan Insurance Corporation, experi- 
enced during the third quarter of this year of 1950 the greatest test yet made 
upon their capacity for service. 

For the first time since the depression of the 1930's, they were called upon 
to disburse withdrawals in large amounts to meet an unusual buying and 
reinvestment wave, while at the same time they were requested to lend tre- 
mendous sums for the construction and the purchase of homes. 

Coming suddenly as it did, this double call for liquidity found the associa- 
tions and the Federal Home Loan Bank System so well prepared that the emer- 
gency was met as a slight incident in the normal life of the great thrift and 
home-financing team which they form. 

This fifty-eighth annual convention of the United States Savings and Loan 
League, held in Washington, D. C., extends to the Board of the Federal Home 
Loan Bank System, to its staff, to the officers and staffs of its regional banks, 
and to the boards and management of the savings and loan associations serving 
the communities of this Nation its felicitations and congratulations at this 
achievement, which we consider a mild example of their new strength and 
capacity for service in time of stress. 


Senator Frear. The hearings will be recessed subject to the call of 
the chairman for submission of statements that have been requested 
during the hearings. The commission will receive the filing of state- 
ments until next Monday, July 23, including July 23. 
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(Whereupon, at 42:50 p. m., the committee recessed subject to 
call of the chair.) 


(The following letter was received subsequent to the date of the 

hearing :) 
Home LOAN BANK BOarD, 
HovusinG AND HOME FINANCE AGENCY, 
Washington, D. C., August 15, 1951. 
The Honorable J. ALLEN Frear, Jr., 
Chairman, Securities, Insurance, and Banking Subcommittee of Commit- 
tee on Banking and Currency, United States Senate, Washington, D. C. 

My DEAR SENATOR FREAR: The question has been asked me whether, if con- 
firmed as a member of the Home Loan Bank Board, I should disqualify myself 
from participating in any hearings and decisions of that Board involving the 
Long Beach Federal Savings & Loan Association and the consolidation of the 
two west coast banks. 

As I have previously said, I do not consider that I have any bias or prejudice 
on these questions and I do not consider that the fact that I was a member of 
the legal staff at the time of the consolidation of the two west coast banks and 
general counsel at the time of administrative action in connection with the 
Long Beach Federal Savings & Loan Association should prevent my taking part 
in administrative decisions on these matters. 

However, to avoid any possible question or any feeling of a lack of complete 
fairness by the Home Loan Bank Board in these matters I have concluded not 
to participate after becoming a member of the Board in any administrative hear- 
ings or decisions involving issues before it with reference to the Long Beach 


Federal Savings & Loan Association or the reestablishment of the west coast 
banks, 


Sincerely yours, 


KENNETH G. HEISLER. 
x 





